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EXECUTIVE SUMMARY

EPA isissuing arule to reduce hazardous air pollutant (HAPS) emissions from existing and
new industrial boilers and process heaters that are major sources. ThisruleisaNational Emission
Standards for Hazardous Air Pollutants (NESHAP), and will reduce HAP emissions by requiring
affected industrial boilers and process heaters to meet emissions limitsin order to comply with the
Maximum Achievable Control Technology (MACT) floor for these sources. This MACT floor level
of control is the minimum level these sources must meet to comply with the rule. The major HAPs
whose emissions will be reduced are hydrochloric acid, hydrofluoric acid, arsenic, beryllium,
cadmium, and nickel. The rulewill also lead to emission reductions of other pollutants such as
particulate matter (PM,, and PM, ), sulfur dioxide (SO,), and mercury (Hg).

The rule requires emissions reductions necessary to meet the MACT by having affected
existing sources comply with emissions limits defined in terms of pound per mmBTU heat input of
emissions rate for each HAP. For new sources, the definition for emissions limits is based on the
source using the most stringent control technology for reduction of each HAP.

Theruleis expected to reduce HAP emissons from existing sources by about 59,000 tons per
year by 2005. Of this amount, roughly 43,000 tons is hydrochloric acid, and thereis 1,100 tonsin
reductions of heavy metals such as arsenic, chromium, lead and nickd, among others. Theruleisalso
expected to reduce PM,, emissions from existing sources by 560,000 tons per year, and SO, emissions
from existing sources by 113,000 tons per year by 2005. Hg emissions will be reduced by 1.7 tons
per year. Therulewill reduce HAP emissions from new sources by about 73 tonsin 2005 and PM,,
emissions by 65 tonsin 2005. The annual compliance costs to existing sources, which include the
costs of control and monitoring, recordkeeping and reporting requirements, are estimated at $863
million (1999 dollars). For new sources, the annual compliance costs are estimated at $19 million
(1999 dollars). The EPA is unable to monetize the benefits of the HAP emissons reductions due to
insufficient scientific data, but is able to monetize the benefits of the PM,, and SO, emissions
reductions. The EPA’s base estimate of the monetized benefits associated with therule is $16.3
billion + B (1999 dollars). The estimated difference between monetized benefits and costs for the
proposed rule is $15.5 billion + B (1999 dollars). The value of B isthe potentia value of the large
number of unmonetized benefits associated with this rule, including health effects such as reductions
in cancer leading to mortdity, genotoxicity, liver and kidney damage, and cardiovascular impairment,
and welfare effects such as corrosion of materials and crop yield reductions.

There areindustries in 43 2-digit Standard Industrial Classification (SIC) codesand 3-digit
North American Industrial Classification System (NAICS) that are affected by the rule, but the
changesin product price and output are estimated to be no greater than 0.02 percent for any of these
affected industries.  Effects on energy markets are expected to result in no more than a 0.05 percent
in electricity rates, and petroleum and natural gas prices. In addition, cod pricesand output will
decline overall duetoareductionin coa demand. Based onthe energy impacts analysis, the Agency
concluded that there is no significant adverse effect on the supply, distribution, and use of energy
associated with this rule. While the economic impacts of the above the floor option are also low, the
total coststo consumers and producers (the social costs) are more than double those for thefinal rule.
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Of the 576 entities affected by thisrule, 185 (or 31 percent) are identified as small entities.
Of these small entities, 31 of them have compliance costs of 1 percent of sales or greater, and 10 of
these 31 have compliance costs of 3 percent or greater. Based of the relatively low number of small
entities affected and the size of the price increases these entities will face, the Agency certifies that
there will not be significant impact on a substantial number of small entities (S SNOSE) associated
with thisrule.
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CHAPTER 1
INTRODUCTION AND REGULATORY ALTERNATIVES

The U.S. Environmental Protection Agency (referred to as EPA or the Agency) is devel oping
regulations under Section 112 of the Clean Air Act (CAA, referred to hereafter as the Act) for
industrial, commercial and institutional (ICl) boilers and process heaters. These combustion devices
are used in the production processes of numerous industriesin the U.S. The hazardous air pollutants
(HA Ps) are generated by the combustion of fossil fuels and biomass in boilers and process heaters.
The primary HAPs emitted by ICI boilers and process heaters include arsenic, beryllium, cadmium,
lead, hydrochloric acid, mercury, and other HAPs. In addition, ICl boilers and process heaters also
emit non-HAP pollutants such as sulfur dioxide and particulate matter. To inform this rulemaking, the
Innovative Strategies and Economics Group (ISEG) of EPA’s Office of Air Quality Planning and
Standards (OAQPS) has developed a regulatory impact analysis (RIA) to estimate the potential
impacts of the regulation. This report presents the results of a set of analyses conducted by EPA in
order to assess the impacts of the regulation and other alternatives considered by the A gency.
Compliance costs, economic impacts, small entity impacts, energy effects impacts, air quality changes,
and benefits areincluded in this RIA.

1.1 Agency Requirements for an RIA

Congress and the Executive Office have imposed statutory and administrative requirements for
conducting various analyses to accompany regulatory actions. Section 317 of the CAA specifically
requires estimation of the cost and economic impacts for specific regulations and standards proposed
under the authority of the Act. In addition, Executive Order (EO) 12866 as amended by EO 13258
requires a more comprehensive analysis of benefits and costs for proposed significant regulatory
actions.! The Executive Order defines “significant” regulatory action as one that islikely to result in a
rule that may:

1) Have an annual effect on the economy of $100 million or more or adversely affect in a material way
the economy, a sector of the economy, productivity, competition, jobs, the environment, public health
or safety, or state, local, or tribal governments or communities;

2) Create a serious inconsistency or otherwise interfere with an action taken or planned by another
agency;

3) Materially ater the budgetary impact of entitlements, grants, user fees, or loan programs, or the
rights and obligation of recipients thereof;

4) Raise novel legal or policy issues arising out of legal mandates, the President’ s priorities, or the
principles set forth in the Executive Order.

Pursuant to the terms of Executive Order 12866 as amended by EO 13258, it has been
determined that thisrule is a “significant regulatory action” because the annual costs of complying
with the rule are expected to exceed $100 million. Consequently, this action was submitted to OMB
for review under Executive Order 12866 as amended by EO 13258.

'Office of M anagement and Budget (OM B) guidance under EO 12866 stipulates that a full benefit-cost analysis
is required only when the regulatory action has an annual effect on the economy of $100 million or more.
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1.1.1  Regulatory Flexibility Act and Small Business Regulatory Enforcement Fairness Act of
1996

The Regulatory Flexibility Act (RFA) of 1980 (PL 96-354) generally requires that agencies
conduct a screening analysis to determine whether aregulation adopted through notice-and-comment
rulemaking will have a significant impact on a substantial number of small entities (SISN OSE),
including small businesses, governments, and organizations. If aregulation will have such an impact,
agencies must prepare an Initial Regulatory Flexibility Analysis, and comply with a number of
procedural requirements to solicit and consider flexible regulatory options that minimize adverse
economic impacts on small entities. Agencies must then prepare a Final Regulatory Flexibility
Analysis that provides an analysis of the effect on small entities from consideration of flexible
regulatory options. The RFA’s analytical and procedural requirements were strengthened by the Small
Business Regulatory Enforcement Fairness Act (SBREFA) of 1996 to include the formation of a panel
if a proposed rule was determined to have a SISNOSE. This panel would be made up of
representatives of the EPA, the Small Business A dministration (SBA), and OMB.

For reasons explained more fully in Chapter 7 of this RIA and the economic impact analysis
for this proposed rule, EPA has determined that thereis no SISNOSE for thisrule. While there are
some impacts to some small firms as estimated in the economic impact analysis, these impacts are not
sufficient for aSISNOSE. Therefore, the EPA has not prepared a Regulatory Flexibility Analysis for
thisrule.

The RFA and SBREFA require the use of definitions of “small entities,” including small
businesses, governments, and organizations such as non-profits, published by the SBA.? Screening
analyses of economic impacts presented in Chapter 7 of this RIA examine potential impacts on small
entities.

1.1.2 Unfunded Mandates Reform Act of 1995

The Unfunded M andates Reform Act (UM RA) of 1995 (PL-4) was enacted to focus attention
on federal mandates that require other governments and private parties to expend resources without
federal funding, to ensure that Congress considers those costs before imposing mandates, and to
encourage federal financial assistance for intergovernmental mandates. The Act establishes a number
of procedural requirements. The Congressional Budget Office is required to inform Congressional
committees about the presence of federal mandates in legislation, and must estimate the total direct
costs of mandates in a bill in any of the first five years of a mandate, if the total exceeds $50 million
for intergovernmental mandates and $100 million for private-sector mandates.

Section 202 of UM RA directs agencies to provide a qualitative and quantitative assessment (or
a “written statement”) of the anticipated costs and benefits of a Federal mandate that results in annual
expenditures of $100 million or more. The assessment should include costs and benefits to State,
local, and tribal governments and the private sector, and identify any disproportionate budgetary
impacts. Section 205 of the Act requires agencies to identify and consider aternatives, including the
least costly, most cost-effective, or |east burdensome alternative that achievesthe objectives of the
rule.

Since this rule may cause a mandate to the private sector of more than $100 million, EPA did
provide an analysis of the impacts of this rule on State and local governments to support compliance
with Section 202 of UM RA. A summary of thisanalysisisin Chapter 6 of thisRIA. There are
government entities affected by this proposed regulation, and these are primarily municipalities that
own industrial boilers that may need to comply.

2 Where appropriate, agencies can propose and justify alternative definitions of “small entity.” This RIA and the
screening analysis for small entities rely on the SBA definitions.
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1.1.3  Paperwork Reduction Act of 1995

The Paperwork Reduction Act of 1995 (PRA) requires Federal agenciesto be responsible and
publicly accountable for reducing the burden of Federal paperwork on the public. EPA has submitted
an OMB-83I form, along with a supporting statement, to the OMB in compliance with the PRA. The
OM B-83I and the supporting statement explains the need for additional information collection
requirements and provides respondent burden estimates for additional paperwork requirements to State
and local governments associated with this proposed rule.

1.1.4 Executive Order 12898

Executive Order 12898, “ Federal Actionsto Address Environmental Justice in Minority
Populations and Low-Income Populations,” requires Federal agencies to consider the impact of
programs, policies, and activities on minority populations and low-income populations.
Disproportionate adverse impacts on these populations should be avoided to the extent possible.
According to EPA guidance, agencies are to assess whether minority or low-income populations face
risk or exposure to hazards that is significant (as defined by the National Environmental Policy Act)
and that “appreciably exceeds or islikely to appreciably exceed the risk or rate to the general
population or other appropriate comparison group.” (EPA, 1996). This guidance outlines EPA’s
Environmental Justice Strategy and discusses environmental justice issues, concerns, and goals
identified by EPA and environmental justice advocates in relation to regulatory actions. The
industrial boilers and process heatersrule is expected to provide health and welfare benefits to
populations around the United States, regardless of race or income.

1.1.5 Executive Order 13045

Executive Order 13045, “ Protection of Children from Environmental Health Risks and Safety
Risks,” directs Federal agencies developing health and safety standards to include an evauation of the
health and safety effects of the regulations on children. Regulatory actions covered under the
Executive Order include rulemakings that are economically significant under Executive Order 12866,
and that concern an environmental health risk or safety risk that the agency has reason to believe may
disproportionately affect children. EPA has developed internal guidelines for implementing E.O.
13045 (EPA, 1998).

Theindustrial boilersand process heaters ruleis a “significant economic action,” because the
annual costs are expected to exceed $100 million. Exposure to the HAPs whose emissionswill be
reduced by thisrule are known to affect the health of children and other sensitive populations.
However, thisrule is not expected to have a disproportionate impact on children.

1.1.6 Executive Order 13211

Executive Order 13211, “Actions Concerning Regulations That Significantly Affect Energy
Supply, Distribution, or Use,” was published in the Federal Register on May 22, 2001 (66 FR 28355).
This executive order requires Federal Agencies to weigh and consider the effect of regulations on
supply, distribution, and use of energy. To comply with this executive order, Federal Agencies are to
prepare and submit a “ Statement of Energy Effects” for “significant energy actions.” The executive
order defines“significant energy action” asthe following:

1) an action that is a significant regulatory action under Executive Order 12866 or any successor order,
and

2) islikely to have a significant adverse effect on the supply, distribution, or use of energy; or

3) that is designated by the Administrator of the Office of Information and Regulatory Affairsas a
significant energy action.

An analysis of the effects of this rule on supply, distribution, and use of energy was conducted
as part of the economic impact analysis and is summarized in Chapter 7.
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1.2 Scope and Purpose of the Regulation

Section 112 of the CAA reguires EPA to promulgate regulations for the control of HAP
emissions from each source category listed under section 112(c). The statute requiresthe regulations
to reflect the maximum degree of reductionsin emissions of HAP that isachievable taking into
consideration the cost of achieving emissions reductions, any nonair quality health and environmental
impacts, and energy requirements. Thislevel of control is commonly referred to as MACT. The
MACT regulation can be based on the emissions reductions achievabl e through application of
measures, processes, methods, systems, or techniques including, but not limited to: (1) reducing the
volume of, or eliminating emissions of, such pollutants through process changes, substitutions of
materials, or other modifications; (2) enclosing systems or processes to eliminate emissions; (3)
collecting, capturing, or treating such pollutants when released from a process, stack, storage or
fugitive emission point; (4) design, equipment, work practices, or operational standards as provided in
subsection 112(h); or (5) acombination of the above.

For new sources, MACT standards cannot be less stringent than the emission control achieved
in practice by the best-controlled similar source. The MACT standardsfor existing sources can be
less stringent than standards for new sources, but they cannot be less stringent than the average
emission limitation achieved by the best-performing 12 percent of existing sources for categories and
subcategories with 30 or more sources, or the best-performing 5 sources for categories or
subcategories with fewer than 30 sources.

In essence, these MACT standards would ensure that all major sources of air toxic emissions
achieve the level of control already being achieved by the better-controlled and lower-emitting sources
in each category. This approach provides assurance to citizens that each major source of toxic air
pollution will be required to effectively control itsemissions. A mgor source of HAP emissionsis
any stationary source or group of stationary sources located within a contiguous area and under
common control that emitsor has the potential to emit any single HAP at arate of 9.07 Mg (10 tons)
or more per year or any combination of HAPs at arate of 22.68 Mg (25 tons) or more ayear. At the
same time, this approach provides alevel economic playing field, ensuring that facilities that employ
cleaner processes and good emission controls are not disadvantaged rel ative to competitors with
poorer contrals.

1.2.1 Regulatory Background

In September 1996, the EPA chartered the Industrial Combustion Coordinated Rulemaking
(ICCR) advisory committee under the Federal Advisory Committee Act (FACA). Thecommittee's
objective was to devel op recommendations for regulations for several combustion source categories
under sections 112 and 129 of the CAA. The ICCR advisory committee, known as the Coordinating
Committee, formed Source Work Groups for the various combustion types covered under the ICCR.
One of the work groups was formed to research issues related to boilers. Another was formed to
research issues related to process heaters. The Boiler and Process Heater Work Groups submitted
recommendations, information, and data analysis results to the Coordinating Committee, whichin turn
considered them and submitted recommendations and information to EPA. The Committee's
recommendations were considered by EPA in devel oping these proposed standards for boilers and
process heaters. The Committee’s 2-year charter expired in September 1998.

Following the expiration of the ICCR FACA charter, EPA decided to combine boilers with
units in the process heater source category covering indirect fired units, and to regulate both under this
NESHAP. Thiswas done because indirect fired process heaers and boilersare similar devices, burn
similar fuel, have similar emission characteristics, and emissions from each can be controlled using
similar control devices or techniques.

1.2.2  Regulatory Authority

Section 112 of the CAA requires that EPA promulgate regulations requiring the control of
HAP emissions from magjor sources and certain area sources. The control of HAP is achieved through
promulgation of emission standards under sections 112(d) and (f) and, in appropriate circumstances,
work practice standards under section 112(h) of the CAA.
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Aninitial list of categories of major and area sources of HAP selected for regulation in
accordance with section 112(c) of the CAA was published in the Federal Register on July 16, 1992
(57 FR 31576). Industrial boilers, commercial and institutional boilers, and process heaters are three
of the listed 174 categories of sources. The listing was based on the Administrator’ s determination
that they may reasonably be anticipated to emit several of the 188 listed HAP in quartities sufficient
to designate them as major sources.

This rule affects industrial boilers, institutional and commercial boilers, and process heaters.
In this rule process heaters are defined as unitsin which the combustion gases do not directly come
into contact with process gases in the combustion chamber (e.g. indirect fired). Boiler means an
enclosed device using controlled flame combustion and having the primary purpose of recovering
thermal energy in the form of steam or hot water. A waste heat boiler (or heat recovery steam
generator) is a device that recovers normally unused energy and convertsit to usable heat. Waste heat
boilers are excluded fromthisrule. A hot water heater is a closed vessel in which water isheated by
combustion of gaseous fuel and is withdrawn for use external to the vessel at pressures not exceeding
160 psig. Hot water heaters are excluded from thisrule.

Boilers and process heaters emit particul ate matter, volatile organic compounds, and
hazardous air pollutants, depending on the material burned. Solid and liquid fuel-fired units emit
metals, hal ogenated compounds and organic compounds. Gas fuel-fired units emit mostly organic
compounds.

The affected source is each individual industrial, commercial, or institutional boiler or process
heater located at amgjor facility. The affected source does not include units that are municipd waste
combustors (40 CFR part 60, subparts AAAA, BBBB or Cb), medical waste incinerators (40 CFR part
60, subpart Ce and Ec), fossil fuel fired electric utility steam generating units, commercia and
industrial solid waste incineration units (40 CFR part 60 subparts CCCC or DDDD), recovery boilers
or furnaces (40 CFR part 63, subpart MM), or hazardous waste combustion units required to have a
permit under section 3005 of the Solid Waste Disposal Act or are subject to 40 CFR part 63, subpart
EEE.

The rule applies to an owner or operate a boiler or process heater at a major source meeting
the requirementsin section I1.C. A major source of HAP emissions is any stationary source or group
of stationary sources located within a contiguous area and under common control that emits or has the
potential to emit any single HAP at arate of 9.07 Mg (10 tons) or more per year or any combination of
HAP at arate of 22.68 Mg (25 tons) or more a year.

An affected operator must meet the emission limits for the subcategoriesin Table 1-1 of this
preamble for each of the pollutants listed. Emission limits were developed for new and existing
sources, and for large, smdl, and limited use s0lid, liquid, and gas fuel fired units. Large units are
those with heat input capacities greater than 10 MMBtu/hr. Small units are those with heat input
capacities less than or equal to 10 MMBtu/hr. Limited use units are those with capacity utilizations
less than or equal to 10 percent as required in afederally enforceable permit.

If your new or existing boiler or process heater is permitted to burn a solid fuel, or any
combination of solid fuel with liquid or gaseous fuel, the unit isin one of the solid subcategories. |If
your new or reconstructed boiler or process heater burns aliquid fuel, or aliquid fuel in combination
with a gaseous fuel, the unit isin one of the liquid subcategories. If your new or existing boiler or
process heater burns a gaseous fuel only, the unit isin the gas subcategory and is not required to meet
any emission limit.
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Table 1-1. EMISSION LIMITS FOR BOILERS AND PROCESS HEATERS (Ib/MMBtu)

Source

Subcategory

PM

Total
Selected
or Metals

HCI

Mercury
(Ho)

Carbon
Monoxide
(CO - ppm

@3%
oxygen)

New
Boiler or
Process
Heater

Solid Fuel,
Large Unit

Solid Fuel,
Small Unit

Solid Fuel,
Limited Use

Liquid Fuel,
Large Unit

Liquid Fuel,
Small Unit

Liquid Fuel,
Limited Use

Gaseous
Fuel, Large
Unit

Gaseous
Fuel, Small
Unit

Gaseous
Fuel,
Limited Use

0.04

0.04

0.04

0.068

0.068

0.068

or 0.00007

or 0.00007

or 0.00007

0.016

0.032

0.032

0.00045

0.0009

0.0009

0.0000026

0.0000026

0.0000026

200

200

200

200

200

200

Existing
Boiler or
Process
Heater

Solid Fuel,
Large Unit

Solid Fuel,
Small Unit

Solid Fuel,
Limited Use

Liquid Fuel,
Large Unit

Liquid Fuel,
Small Unit

Liquid Fuel,
Limited Use

Gaseous
Fuel

or 0.001

or 0.001

0.000004




For solid fuel-fired boilers or process heaters, we are allowing sources to choose one of two
emission limit options: (1) existing and new affected sources may choose to limit PM emissions to the
level listed in Table 1 of thispreamble or (2) existing and new affected sources may chooseto limit
total selected metals emissions to the level listed in Table 1 of the preamble.

If you do not use an add-on control or use an add-on control other than a wet scrubber, you
must maintain opacity level to less than or equal to the level established during the compliance test for
mercury and PM or total selected metals, and maintain the fuel chlorine content to less than or equal
to the operating level established during the HCI compliance test.

If you use awet scrubber, you must maintain the minimum pH, pressure drop and liquid
flowrate above the operating level s established during the performance tests.

If you use adry scrubber, you must maintain opacity level and the minimum sorbent injection
rate established during the performance teg.

If you use an ESP in combination with awet scrubber and cannot monitor the opacity, you
must maintain the average secondary current and voltage or total power input established during the
performance ted.

Thereis an aternative compliance procedure and operating limit for meeting thetotal selected
metals emisson limit option. 1f you have no control or do not want to take credit of metals reductions
with your existing control device, and can show that total metals in the fuel would be less than the
metals emisson level, then you can monitor the metals fuel analysis to meet the metals emissions
limitations. Similarly, if you have no control or do not want to take credit of mercury reduction with
your existing control device, and can show that mercury in the fuel would be less than the mercury
emission leve, then you can monitor the mercury fuel analysis to meet the mercury emission
limitations.

1.2.3  Regulatory Alternatives and Control Technologies

1.2.3.1 MACT Floor Development

We considered several approaches to identifying MACT floor for existing industrial,
commercial, and institutional boilers and process heaters. First, we considered using emissions data on
boilers and process heaters to set the MACT floor. However, after review of the data available, we
determined that emissionsinformation was inadequate to set MACT floors. We then considered using
State regulations and permits to set the MACT floors. However, we found no State regulations or
State permits which specifically limit HAP emissions from these sources.

Consequently, we concluded that the only reasonable approach for determining M ACT floors
isto base it on control technology. Information was available on the control technologies employed
by the population of boilers identified by the EPA. We considered several possible control
technologies (i.e., factors that influence emissions), including fuel substitution, process changes and
work practices, and add-on control technologies.

We first considered whether fuel switching would be an appropriate control option for sources
in each subcategory. Both fuel switching to other fuels used in the subcategory and fuels from other
subcategories were considered. This consideration included determining whether switching fuels
would achieve lower HAP emissions. A second consideration was whether fuel switching could be
technically done on boilers and process heaters in the subcategory considering the existing design of
boilers and process heaters. We also considered the availability of the alternative fuel.

After considering these factors, we determined that fuel switching was not an appropriate
control technology to be included in determining the MACT floor level of control for any subcategory.
This decision was based on the overall effect of fuel switching on HAP emissions, technical and
design considerations discussed in section I11.A of this preamble, and concerns about fuel availability.
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Based on the data available in the emissions database, we determined that while fud switching
from solid fuelsto gaseous or liquid fuels would decrease PM and some metal s emissions, emissions
of some organic HA P would also increase, resulting in uncertain benefits. We determined that it
would be inappropriate in a MACT rulemaking, that is technology based, to consider a technology that
potentially will resultin an increase in a HAP regardless of its potential to reduce other HAP without
determining the overall benefit. Determining the benefits of fuel switching would require an
assessment of the risk associated which each HA P emitted and a determination of which fuel resultsin
the overall lower risk taking into account the available control technology for each fuel. This
assessment will be performed in a future rulemaking.

A similar determination was made when considering fuel switchingto “cleaner” fuelswithin a
subcategory. For example, the term “clean coal” refersto coal that is lower in sulfur content and not
necessarily lower in HAP content. Data gathered by EPA also indicates that within specific coal types
HAP content can vary significantly. Switching to a*“clean coal” may increase emissions of some
HAP. Therefore, fuel switching to a“cleaner” coal would not be an appropriate option. Fuel
switching from coal to biomass would result in similar impacts on HAP emissions. While metallic
HAP emissions would be reduced, emissions of organics would increase based on information in the
emissions database.

Another factor considered was the availability of alternative fuels. Natural gas pipelines are
not available in all regions of the U.S., and natural gasis simply not available as a fue for many
industrial, commercial, and institutional boilers and process heaters. Moreover, even where pipelines
provide access to natural gas, supplies of natural gas may not be adequate. For example, it is common
practice in cities during winter months (or periods of peak demand) to prioritize natural gas usage for
residential areas before industrial usage. Requiring EPA regulated combustion units to switch to
natural gas would place an even greater strain on natural gas resources. Consequently, even where
pipelines exist some units would not be able to run at normal of full capacity during these times if
shortages were to occur. Therefore, under any circumstances, there would be some units that could not
comply with a requirement to switch to natural gas.

Similar problems for fuel switching to biomass could arise. Existing sources burning biomass
generally are combusting a recovered material from the manufacturing or agriculture process.
Industrial, commercial, and institutional facilities that are not associated with the wood products
industry or agriculture may not have access to a sufficient supply of biomass materials to replace their
fossil fuel.

There are many concerns with switching fuels on sources designed and operated to burn
specific fuels. Changes to the fuel type (solid, liquid, or gas) will require extensive changes to the fuel
handling and feeding system (e.g., a stoker using wood as fuel would need to be redesigned to handle
fuel oil or gaseous fuel). Additionally, burners and combustion chamber designs are generally not
capable of handling different fuel types, and generally cannot accommodate increases or decreases in
the fuel volume and shape. Design changesto alow different fuel use, in some cases, may reduce the
capacity and efficiency of the boiler or process heater. Reduced efficiency may result in a greater
degree of incomplete combustion and, thus, an increase in organic HAP emissions. For the reasons
discussed above, we decided that fuel switching to “cleaner” solid fuels or to liquid or gaseous fuels
would not be appropriate or available asa MACT floor level.

We also determined that using process changes or work practices were not appropriate in
developing MACT floors. HAP emissions from boilers and process heaters are primarily dependent
upon the composition of the fuel. Fuel dependent HAP are metals, including mercury, and acid gases.
Fuel dependent HAP are typically controlled by removing them from the flue gas after combustion.
Therefore, they are not affected by the operation of the boiler or process heater. Consequently, process
changes would be ineffective in reducing these fuel-related HA P emissions.

On the other hand, organic HAP can be formed from incomplete combustion of the fuel. Data
are not available that definitively show that organic HAP emissions are related to the operation of the
boiler or process heater. Some studies indicate that organic HAP are greatly influence by time,
turbulence and temperature. Other studies indicate that organic HAP emissions are not affected by the
operation of the unit. The measurement of CO is generally an indicator of incomplete combustion
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since CO will burn to carbon dioxide if adequate oxygen is available. Correcting incomplete
combustion may be accomplished through providing more combustion air. Therefore, we consider
monitoring and maintaining CO emission levels to be associated with minimizing organic HAP
emission levels and, thus, CO monitoring would be a good indicator of combustion efficiency and
organic HA P emissions.

In summary, we determined that considering process changes and work practices would not be
appropriatein developing MACT floorsfor existing units. We are requesting comment, and
information on emission reductions, on whether there are other GCP practices that would be
appropriate for minimizing organic HA P emissions from industrial, commercial, and institutional
boilers and process heaters.

Consequently, we concluded that add-on control technology is the only factor that
significantly controls HAP emissions.

In order to determine the MACT floor based on add-on control technologies, we first
examined the population database of existing sources. Units not meeting the definition of an
industrial, commercial, or institutional boiler or process heater, and units located at area sources were
removed from the database. The remaining units were divided first into three subcategories based on
fuel state: gaseous fuel-fired, liquid fuel-fired, and solid fuel-fired units. Each of these three
subcategories was then further divided into subcategories based on capacity: (1) large boilers and
process heaters (units with heat inputs greater than 10 MM Btu/hr); (2) small units (with a maximum
rated heat input capacity of 10 MM Btu/hr or less); and (3) limited use units with capacity utilization
less than 10 percent.

We identified the types of air pollution control techniques currently used by existing boilers
and process heaters in each subcategory. We ranked those controls according to their effectivenessin
removing the different categories of pollutants; including metallic HAP and PM, inorganic HA P such
as acid gases, mercury, and organic HAP. The EPA ranked these existing control technologies by
incorporating recommendati ons made by the ICCR, and by reviewing emissions test data, previous
EPA studies, and other literature, as well as by using engineering judgement.

Based upon the emissions reduction potentia of existing air pollution control techniques, we
listed all the boilers and process heatersin the population database in order of decreasing control
device effectiveness for each subcategory. Then the technology basis of the existing source MACT
floor was determined for each pollutant category by identifying the best-performing 12 percent of
units. We then selected the technology used by the median unit in the best performing 12 percent of
units (i.e., the boiler or process heater unit representing the 94th percentile) as the technology
associated with the MACT floor level of control for each subcategory. As previously described,
emissions data for this category is insufficient to identify the best-performing units. The most
appropriate way to identify the average emission limitation achieved by the best-performing 12 percent
of existing sources is to identify the technology used by the unit in the middle of the range of the best
performing 12 percent of units, i.e., the median unit).

After establishing the technology basis for the existing source MACT floor for each
subcategory and each type of pollutant, the EPA examined the emissions data available for boilers and
process heaters controlled by these technologies to determine achievable emission levels. The
resulting emission levels associated with the existing source MACT floors for each pollutant are based
on the average of the lowest three run average test data from units using the technology associated
with the MACT floor level of control, and by incorporating operational variability using results from
multiple tests on these best performing units. This approach reasonably ensures that the emission limit
selected asthe MACT floor represents alevel of control that can be consistently achieved by aunitin
the subcategory using the control technology associated with the M ACT floor. This approach is
reasonabl e because the most informative way to predict the worst reasonably foreseeabl e performance
of the best-controlled units, with available data, is to examine the available long-term performance of
the best performing units that had multiple test results. In other words, the EPA considers all units
with the same control technology that is properly designed and operated to be equally well controlled,
even if the emission test results from such units vary considerably.
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The level of control “achieved” by the average of the top performing 12 percent of unitsis best
represented by the average emissions observed from all units using the same technology as that
employed by the unit representing the median of the top 12 percent.

The EPA’sreview of emissions data indicates that some boilers and process heaters within
each subcategory may be able to meet the floor emission levels without using the air pollution control
technology that is associated with the MACT floor. Thisisto be expected, given the variety of fuel
types, fuel input rates, and boiler designs included within each subcategory and the resulting
variability in emission rates. Thus, for instance, boilers or process heaters within the large unit solid
fuel subcategory that burn lower percentages of solid fuels may be able to achieve the emission levels
for the large unit solid fuel subcategory without the need for additional control devices.

Furthermore, solid fuels, especially coal, are very heterogeneous and can vary in composition
by location. Coal analysis data obtained from the electric utility industry in another rulemaking
contained information on the mercury, chlorine, and ash content of various coals. A preliminary
review of this data indicate that the composition can vary greatly from location to location, and also
within location. Based on the range of variation of mercury, chlorine, and ash content in coal, it is
possible for a unit with alower performing control system to have emission levels lower than a unit
considered to be included in the best performing 12 percent of the units.

This situation is reflected in the emissions information used to set the MA CT floor emission
limits. In some instances there are boilers with ESP’s or other controls that achieve similar, or lower,
outlet emission levels of non-mercury metallic HAP, PM, or mercury to fabric filters. In most cases,
this is due to concentrations entering these other control devices being lower, even though the percent
reduction achieved is lower than fabric filters.

Additionally, the design of some control devices may have a substantial effect on the their
emission reduction capability. For example, fabric filters are largely insensitive to the physical
characteristics of the inlet gas stream. Thus, their design does not vary widely, and emissions
reductions are expected to be similar (e.g. 99 percent reduction of PM). However, ESP design can
vary significantly.

Consequently, since fuel substitution has been determined not to be an appropriate MACT
floor control technology, EPA still considersthe fabric filter to be the best-performing control for non-
mercury metallic HAPs, PM, and mercury and only emissions information for fabric filters was used to
develop emission limits. A detailed discussion of the MACT floor methodol ogy is presented in the
memorandum “MACT Floor Analysis for New and Existing Sources in the Industrial, Commercial,
and Institutional Boilers and Process Heaters Source Categories’ in the docket.

Existing Solid Fuel Boilers and Process Heaters L arge Units - Heat | nputs Greater than 10
MM Btu/hr.

The most effective control technologiesidentified for removing non-mercury metallic HAP
and PM are fabric filters. About 14 percent of solid fuel-fired boilers and process heater use fabric
filters. Becausethisis the technology used by the 94th percentil e (the median of the best-performing
12 percent), the EPA considers a fabric filter to be the technology basis for the MACT floor for non-
mercury metallic HAP control for existing boilers and process heaters in this subcategory.

The most effective control technologies identified for removing inorganic HAP that are acid
gases, such as hydrogen chloride, are wet scrubbers and packed bed scrubbers. These technologies are
used by about 12 percent of the boilers and process heaters in the solid fuel subcategory. About 10
percent of solid-fired boilers and process heaters use wet scrubbers, and approximately 1 percent use
packed bed scrubbers. Because wet scrubbers are the technology used by the 94th percentile (median
of the best-performing 12 percent), the EPA considers a wet scrubber to be the technology basis for the
MACT floor for acid gas control for existing boilers and process heaters in the solid fuel subcategory.
The MACT floor emission level based on wet scrubbers and incorporating operational variability is
0.048 Ib HCI/MMBtu.

Based on test information on utility boilers, we have concluded that fabric filters are most
effective in controlling mercury, and units having them would constitute the best controlled mercury
sources. Asdiscussed previously, more than 6 percent of sources in the subcategory have fabric
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filters. The MACT floor emission level based on fabric filters and incorporating operational
variability is 0.000004 |b mercury/ MM Btu.

For organic HAP, we assessed whether maintaining and monitoring CO levels would be part
of the MACT floor, and determined that less than 6 percent of the unitsin this subcategory do so.
Therefore, we concluded the MACT floor for existing sources in this subcategory isno emissions
reductions for organic HAP.

Therefore, the EPA determined that the combination of fabric filter and wet scrubber control
technologiesforms the basis for the MA CT floor level of control for existing solid fuel boilers or
process heaters in this subcategory. We recognize that some boilers and process heaters that use
technologies other than those used as the basis of the MACT floor can achieve the MACT floor
emission levels. For example, emission test data show that many boilers with well-designed and
operated ESP can meet the MACT floor emission levels for non-mercury metallic HAP and PM, even
though the floor emission level for these pollutants is based on a fabric filter (however, we would not
expect that all units using ESP would be able to meet the rule).

Small Units- Heat Inputs Lessthan or Equal to 10 MM Btu/hr.

Less than 6 percent of the units in this subcategory used control techniques that would reduce
non-mercury metallic HAP and PM, mercury, and inorganic HAP, such asHCI. Also, maintaining and
monitoring CO levels was used by less than 6 percent of the units in the subcategory.

Therefore, we determined that the MA CT floor emission level for existing unitsfor any of the
pollutant categories in this subcategory is no emissions reductions.

Limited Use Units - Capacity Utilizations L ess than or Equal to 10 Percent.

The most effective control technologiesidentified for removing non-mercury metallic HAP
and PM are ESP and fabric filters. Lessthan 2 percent of solid fuel-fired boilers and process heater in
this subcategory use fabric filters, and 14 percent use ESP. Because ESP are the technology used by
the 94th percentil e (the median of the best-performing 12 percent), the EPA considersan ESP to be the
technology basis for the MACT floor for non-mercury metallic HAP control for existing boilers and
process heaters in the solid fuel subcategory. A PM level is set as a surrogate for non-mercury
metallic HAP control. The MACT floor emission level based on ESPs, considering operational
variability, is0.021 Ib PM/MMBtu. We are also providing an alternative metals limit of 0.001 Ib
metals/M M Btu which can be used to show compliance in cases where metal HAP emissions are low in
proportion to PM emissions.

Similar control technology analyses were done for the boilers and process heatersin this
subcategory for the other pollutant groups of interest, including inorganic HAP, organic HAP and
mercury. Lessthan 6 percent of the units in this subcategory have controls that would reduce
emissions of organic HAP, mercury, and inorganic HA P, so the existing source MACT floor for those
pollutantsis no emissions reductions. Therefore, we determined that ESP control technology, which
achieves non-mercury metallic HAP and PM control forms the basisfor the MACT floor level of
control for existing solid fuel boilers and process heaters in this subcategory.

Existing Liquid Fuel Boilers and Process Heaters

Emissions data for liquid subcategories was inadequate to identify the best-performing sources
for reasons described in section D of the preamble. W e also found no State regulations or permits
which specifically limit HAP emissions from these sources. Therefore, we examined control
technology data to identify a MACT floor. We found that less than 6 percent of the unitsin each of
the liquid subcategories used control techniques that would reduce non-mercury metallic HAP and
PM, mercury, organic HAP, or inorganic HAP (such asHCI). Therefore, we determined that the
control technique associated with the 94th percentile (the median of the best-performing 12 percent)
could not be identified.

Therefore, we are unable to identify the best performing 12 percent of unitsin the
subcategories. In light of this analysis, we concluded the MACT floor for existing sources in these
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liquid subcategory is no emissions reductions for non-mercury metallic HAP, mercury, inorganic
HAP, and organic HAP.

Existing Gaseous Fuel Boilers and Process Heaters

Emissions data for gas subcategories was inadequate to identify the best-performing sources
for reasons described in section D of the preamble. W e also found no State regulations or permits
which specifically limit HAP emissions from these sources. Therefore, we examined control
technology data to identify a MACT floor. We found that no existing units in the gaseous fuel-fired
subcategories were using control technologies that achieve consistently lower emission rates than
uncontrolled sources for any of the pollutant groups of interest. Therefore, we are unable to identify
the best performing 12 percent of units in the subcategories. Consequently, the EPA determined that
no existing source MACT floor based on control technologies could be identified for gaseous fuel-
fired units. Therefore, we concluded the MACT floor for existing sourcesin this subcategory is no
emissions reductions for non-mercury metallic HA P, mercury, inorganic HAP, and organic HAP.

1.2.3.2 Consideration of Options Beyond the Floor for Existing Units

Once the MACT floor determinations were done for each subcategory, the EPA considered
various regulatory options more stringent than the MA CT floor level of control (i.e., technologies or
other work practices that could result in lower emissions) for the different subcategories.

Maintaining and monitoring CO levels was identified as a possible control for organic HAPs.
However, less than 6 percent of the sourcesin the existing source subcategories used this control
method and it was not considered the MA CT floor control technology. We then looked at it as an
above-the-floor option. However, information was not available to estimate the HAP emissions
reductions that would be associated with CO monitoring and emission limits. This option would also
require ahigh cost to install and operate CO monitors. Given the cost and the uncertain emissions
reductions that might be achieved, we chose to not require CO monitoring and emission limits as
MACT.

The following sections discuss the above-the-floor options analyzed to control emissions of
metallic HAP, mercury, and inorganic HAP. Based on the analysis described in these sections, the
EPA decided to not go beyond the MACT floor level of control for the rule for any of the
subcategories of existing sources.

Existing Solid Fuel Units

Large Units - Heat I nputs Greater than 10 MM Btu/hr. Besides fuel switching (see section 111.D
of this preamble), we identified a better designed and operated fabric filter (the MACT floor for new
units) as a control technology that could achieve greater emissions reductions of metallic HAP and PM
emissions than the MACT floor level of control (i.e., atypical existing fabric filter). Consequently, the
EPA analyzed the emissions reductions and additional cost of adopting an emission limit
representative of the performance of a unit with a better designed and operated fabric filter. The
additional annualized cost to comply with this emission limit was estimated to be approximately
500 million dollars with an additional emission reduction of approximately 100 tons of metallic HAP.
The resultsindicated that while additional emissions reductionswould be redized, the costs would be
too high to consider it afeasible above the floor option. Non-air quality health, environmental
impacts, and energy effects were not significant factors, because there would be little differencein the
non-air quality health and environmental impacts of replacing existing fabric filters with improved
performance fabric filters. Therefore, we did not se ect these controls as MACT. Fuel switching was
not considered a feasible beyond-the-floor option for the same reasons described in section I11.E of the
proposal preamble.

We identified packed bed scrubbers as a control technology that could achieve greater
emissions reductions of inorganic HAP, like HCI, than the MA CT floor level of control (i.e., a wet
scrubber). Consequently, the EPA analyzed the emissions reductions and additional cost of adopting
an emission limit representative of the performance of a unit with a packed bed scrubber. The
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additional annualized cost to comply with this emission limit (using a packed bed scrubber) was
estimated to be approximately 900 million dollars with an additional emission reduction of
approximately 20,000 tons of HCI. The resultsindicated that while additional emissions reductions
would be realized, the costs would be too high to consider it a feasible above the floor option. Non-air
quality health, environmental impacts, and energy effects were not significant factors, because there
would be little difference in the non-air quality health and environmental impacts between packed bed
scrubbers and wet scrubbers. Therefore, we did not sel ect these controlsas MACT.

In reviewing potential regulatory options for existing sources, the EPA identified one existing
industrial boiler that was using a technology, carbon injection, used in other industries to achieve
greater control of mercury emissions than the M ACT floor level of control. However, emission data
indicated that this unit was not achieving mercury emission reductions. The EPA does not have
information that would show carbon injection is effective for reducing mercury emissions from
industrial, commercial, and institutional boilers and process heaters. Therefore, carbon injection was
not evaluated as aregulatory option.

However, the EPA requests comments on whether carbon injection should be considered as a
beyond-the-floor option and whether existing industrial, commercial, or institutional boilers and
process heaters could use carbon injection technology, or other control techniques to consistently
achieve mercury emission levels that are lower than levels from similar sources with the MACT floor
level of control. The EPA is aware that research continues on ways to improve mercury capture by
PM controls, sorbent injection, and the development of novel techniques. The EPA requests comment
and information on the effectiveness of such control technologies in reducing mercury emissions.

Small Units- Heat Inputs Lessthan or Equal to 10 MMBtu/hr.

The EPA could not identify a technology-based level of control for the MACT floor for this
subcategory. To control non-mercury metallic HAP and mercury, we analyzed the above the floor
option of afabric filter which was identified as the most effective control device for non-mercury
metallic HAP and mercury. To control inorganic HAP such as hydrogen chloride, we analyzed the
above the floor option of a wet scrubber since it was identified as the least cost option.

The total annualized cost of complying with the fabric filter option was estimated to be $10
million, with an estimated emission reduction of 1.9 tons per year of non-mercury metallic HAP and
0.003 tons of mercury. The annualized cost of complying with the wet scrubber option was estimated
to be $11 million, with an emission reduction of 48 per year of HCI. The results of this analysis
indicated that while additional emissions reductions could be realized, the costs would be too high to
consider them feasible options. Therefore, we did not select these controlsas MACT. Non-air quality
health, environmental impacts, and energy effects were not significant factors.

Limited Use Units - Capacity Utilizations L ess than or Equal to 10 Percent. The MACT floor
level of control for this subcategory for non-mercury metallic HAP control isan ESP. Although fabric
filters were identified as being more effective, many ESP can achieve similar levels. Any additional
emission reduction from using a fabric filter would be minimal and costly considering retrofit costs for
existing units that already have ESP. Therefore, an above-the-floor option for metallic HAP was not
analyzed in detail, and we did not select fabric filtersas MACT. However, an above the floor option
of afabric filter was analyzed for mercury control. The total annualized costs of the fabric filter option
was estimated to be an additional $21 million, with an estimated emission reduction of 0.04 tons of
mercury.

The EPA could not identify a technology-based level of control for the MA CT floor for
inorganic HAP in this subcategory. To control inorganic HAP, we analyzed the above-the-floor option
of awet scrubber since it was identified as the least cost option. The total annualized costs of the wet
scrubber option was estimated to be $49 million, with an estimated emission reduction of 463 tons per
year of HCI.

The results of the above the floor options analyses indicated that while additional emissions
reductions could be realized, the costs would be too high to consider them feasible options. Therefore,
we did not select these controls as MACT. Non-air quality health, environmental impacts, and energy
effects were not significant factors.
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Existing Liquid Fuel Units

For the liquid fuel subcategories, the EPA could not identify a technology-based level of
control for the MACT floor. For beyond-the-floor options for the liquid subcategory, the EPA
identified several PM controls (e.g., fabric filters, electrostatic precipitators, and venturi scrubbers) that
would reduce non-mercury metallic HAP emissions. For the above-the-floor analysis, we analyzed the
cost and emission reduction of applying a high efficiency PM control device, such as a fabric filter,
since these would be more likely to be installed for units firing liquid fuel. We identified wet
scrubbers as a technology option beyond the floor for reduction of inorganic HAP, such asHCI. We
identified fabric filters as a technology option beyond the floor for reduction of mercury.
Consequently, the EPA analyzed the emissions reductions and additional cost of applying high
efficiency PM controls and wet scrubbers on liquid fuel-fired units. The additional total annualized
cost of ahigh efficiency PM control device (such asafabric filter) was estimated to be $460 million,
with an additional estimated emission reduction of 1,500 tons per year for non-mercury metallic HAP
and 3 tons per year for mercury. The annualized cost of a wet scrubbers was estimated to be an
additional $480 million, with an additional HCI reduction of 30 tons per year. The results indicated
that while additional emissions reductions would be realized, the costs would be too high to consider
them feasible options. Non-air quality health, environmental impacts, and energy effects were not
significant factors. Therefore, the EPA chose to not select these controlsas M ACT for existing liquid
units.

Existing Gas-fired Units

For the gaseous fuel subcategories, the EPA could not identify a technology-based level of
control for the MACT floor. The great mgjority, if not all, of the emissions from gas-fired units are
organic HAP. Asdiscussed in section I11.E of the preamble, CO monitoring and emission limits were
considered as an above the floor option but was not selected as MACT given the costs and uncertain
reductions achieved. Therefore, no above the floor control technique was analyzed for organic HA Ps,
and MACT isno emission reduction of non-mercury metallic HAP and mercury, inorganic HAP, and
organic HAP.

Fuel Switching as a Beyond-the-floor Option

For the solid fuel and liquid fuel subcategories, fuel switching to natural gasis a regulatory
option more stringent than the MACT floor level of control that would reduce mercury, metallic HAP,
and inorganic HAP emissions. We determined that fuel switching was not an appropriate above-the-
floor option for the reasons discussed in sections I11.A and 111.D of this proposa preamble. In some
cases, organic HAP would be increased by fuel switching. Additionaly, the estimated emissions
reductions that would be achieved if solid and liquid fuel units switched to natural gas were compared
with the estimated cost of converting existing solid fuel and liquid fuel units to fire natural gas. The
annualized cost of fuel switching was estimated to be $12 billion. The additional emission reduction
associated with it was estimated to be 1,500 tons per year for metallic HAP, 11 tons per year for
mercury, and 13,000 tons per year for inorganic HAP. Additional detail on the calculation procedures
is provided in the memorandum “ D evelopment of Fuel Switching Costs and Emissions reductions for
Industrial, Commercial, and Institutional Boilers and Process Heaters” in the docket.

1.2.3.3 EPA Response to Recent Court Decisions in Developing the Emission Limitations

In developing the emission limitations, we tried to be responsive to the recent court decisions
from National Lime Association v. EPA and Cement Kiln Recycling Coalition v. EPA, regarding the
methodology used for determining the MACT floor. In response, we determined that the most
acceptable and appropriate approach for determining the MACT floor appears to be using only
emission data. As discussed and explained in section I1.E of the proposal preamble, we determined
that for these source categories and the subcategories established the use of only the available emission
datawould be inappropriate for determining the MACT floor for existing and new units. If only the
available emission data (from a population of unitsthat is deemed unrepresentative) is used, the
resulting MA CT floor emission levels would be, in most many cases, unachievable. Thisis because
the concentration of HAP (metals, HCI, mercury) vary greatly within each fuel type. Some even have
fuel analysis levels below the detection limit. Therefore, some units without any add-on controls have
emission levels below those with add-on controls. Section I11.E of the proposal preamble explains in
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more detail the approach used to develop the MA CT floors for each subcategory and why the approach
is appropriate for the subcategories regulated by this rule and why the mandating of fuel choice (using
low HAP-containing fuel) is also inappropriate.

In terms of subcategorizing, the main difficulty of establishing a separate subcategory for each
specific fuel type isthat many industrial boilers burn a combination of fuels. Determining which
subcategory applies if the mixture varies would be problematic. Would the applicable emission limits
change each time the fuel mixture changes? How would compliance be determine and how would
continuous compliance be monitored? Because of these concerns, EPA chose not to further
subcategorize sources by each specific fuel type.

However, if we were to further subcategorize solid-fuel units into separate fossil and non-
fossil subcategories, we would first determine if the MA CT floor could be developed, for either
subcategory, based on emissions information. If not, then we would look at developing MACT floors
based on control technologies. First we would determine if fuel switching or work practices could be
used. Based on the MACT floor analysis for solid-fuel fired boilers, it is expected that emissions
information and fuel switching would not be appropriate to develop the M ACT floors for a solid fossil
or solid non-fossil subcategory. Similarly, there would be an insufficient number of boilers or process
heaters that would be meeting CO limitsto set a level for existing units. However, new units would
likely be subject to a CO limit and monitoring.

In order to determine the MACT floor based on add-on control technologies, we would follow
similar procedures described in section I11.E of the preamble. We would examine the population
database of existing sources and subcategorize solid fossil and non-fossil fuel fired boilers into each of
the following three subcategories based on capacity: (1) large boilers and process heaters (units with
heat inputs greater than 10 M MBtu/hr); (2) small units (with a maximum rated heat input capacity of
10 MMBtu/hr or less); and (3) limited use units with capacity utilization less than 10 percent.

We would identify the types of air pollution control techniques currently used by existing
boilers and process heaters in each subcategory. Then we would rank those controls according to their
effectivenessin removing the different categories of pollutants; including metallic HAP and PM,
inorganic HA P such as acid gases, mercury, and organic HAP.

Based upon the emissions reduction potential of existing air pollution control techniques, we
would list al the boilers and process heatersin the population database in order of decreasing control
device effectiveness for each subcategory. Then the technology basis of the existing source MACT
floor would be determined for each pollutant category by identifying the best-performing 12 percent of
units. We would then selected the technology used by the median unit in the best performing 12
percent of units (i.e., the boiler or process heater unit representing the 94th percentile) as the
technology associated with the MACT floor level of control for each subcategory.

After establishing the technology basis for the existing source MACT floor for each
subcategory and each type of pollutant, we would examine the emissions data available for boilers and
process heaters controlled by these technologies to determine achievable emission levels. The
resulting emission levels associated with the existing source MACT floorsfor each pollutant would be
based on the average of the lowest three run average test datafrom units using the technology
associated with the MACT floor level of control, and by incorporating operational variability using
results from multiple tests on these best performing units.

The preliminary MACT floor control technology for solid fossil-fuel fired units would be a
combination of afabric filter and a scrubber. The preliminary MACT floor control technology for
solid non-fossil-fuel fired units would be a combination of an ESP and a scrubber.

1.2.3.4 How did EPA Determine the Emission Limitations for New Units?

All standards established pursuant to section 112 of the CAA must reflect MACT, the
maximum degree of reduction in emissions of air pollutants that the Administrator, taking into
consideration the cost of achieving such emissions reductions, and any non-air quality health and
environmental impacts and energy requirements, determines is achievable for each category. The
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CAA specifiesthat the degree of reduction in emissionsthat is deemed achievable for new boilersand
process heaters must be at | east as stringent as the emissions control that is achieved in practice by the
best-controlled similar unit. However, the EPA may not consider costs or other impactsin
determining the MACT floor. The EPA may require a control option that is more stringent than the
floor (beyond-the-floor) if the Administrator considers the cost, environmental, and energy impacts to
be reasonable.

Determining the MACT floor for New Units

Similar to the MACT floor process used for existing units, we considered several approaches
to identifying MACT floors for new industrial, commercial, and institutional boilers and process
heaters. First, we considered using emissions dataon boilers and process heaters to set the MACT
floor. However, after review of the data available, we determined that emissionsinformation was
inadequate to set MACT floors. We also reviewed State regulations and permits for these sources, but
found no State regulations or State permits which specifically limit HAP emissions from industrial,
commercial, and institutional boilers and process heaters.

Conseguently, we concluded that the only reasonable approach for determining M ACT floors
isto base it on control technology. Data were available on the control technologies employed by the
population of boilersidentified by the EPA. We considered several possible control technologies (i.e.,
factors that influence emissions), including fuel substitution, process changes and work practices, and
add-on control technologies.

We first considered whether fuel switching would be an appropriate control option for sources
in each subcategory. Both fuel switching to other fuels used in the subcategory and fuels from other
subcategories were considered. This consideration included determining whether switching fuels
would achieve lower HAP emissions. A second consideration was whether fuel switching could be
technically done on boilers and process heaters in the subcategory considering the existing design of
boilers and process heaters. We also considered the availability of the alternative fuel.

As discussed in section I11.D of the proposal preamble, based on the data availablein the
emissions database, we determined that while fuel switching would decrease some HAPs, emissions of
some organic HAPs would increase, resulting in uncertain benefits. We determined that it would be
inappropriatein a MA CT rulemaking, that istechnology based, to consider atechnology that
potentially will result in an increase in a HAP regardless of its potential to reduce other HAP without
determining the overall benefit. A detailed discussion of the consideration of fuel switchingis
discussed in proposal preamble section I11.D.

We also determined that using process changes or work practices were not appropriate in most
cases for developing MACT floors. HAP emissions from boilers and process heaters are primarily
dependent upon the composition of the fudl. Fuel dependent HAP are metals, including mercury, and
acid gases. Fuel dependent HAP are typically controlled by removing them from the flue gas after
combustion. Therefore, they are not affected by the operation of the boiler or process heater.
Consequently, process changes would be ineffective in reducing their emissions. The exception to this
conclusion ismonitoring and maintaining CO levels. The measurement of CO is generally an
indicator of incomplete combustion since CO will burn to carbon dioxide if adequate oxygen is
available. Correcting incomplete combustion may be accomplished through providing more
combustion air. Therefore, we consider monitoring and maintaining CO emission levels to be
associated with minimizing organic HAP emission levels and, thus, CO monitoring would be a good
indicator of combustion efficiency and organic HAP emissions. As discussed in the final preamble,
CO isconsidered a surrogate for organic HAP emissionsin thisrule.

To determine if CO monitoring would be the basis of the new source MACT floor for organic
emissions control, we examined available information. The population databases did not contain
information on existing units monitoring CO emissions. We reviewed State regulations applicable to
boilers and process heaters that required the use of CO monitoring to maintain a specific CO limit.
The analysis of the State regulationsindicated that at |east one of the boilers and process heaters in the
large and limited use subcategories for solid fuel, liquid fuel, and gaseous fuel were required to
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monitor CO emissions and meet a CO limit of 200 parts per million. Therefore, the new source
MACT floor level of control includes a CO emission limit of 200 parts per million for large and
limited use units.

We concluded that, except for CO monitoring for organic HA P, add-on control technology is
the only factor that significantly controls emissions. To determine the M ACT floor for new sources,
the EPA reviewed the population database of existing major sources.

Based upon the emission reduction potential of existing air pollution control devices, the EPA
listed all the boilers and process heatersin the population database in order of decreasing control
device effectiveness for each subcategory and each type of pollutant. Once the ranking of all existing
boilers and process heaters was completed for each subcategory and type of pollutant, the EPA
determined the technology basis of the new source MACT floor by identifying the best-controlled
source using the air pollution control rankings.

After establishing the technology basis for the new source M ACT floor for each subcategory
and each type of pollutant, the EPA examined the emissions data available for boilers and process
heaters controlled by these technologies to determine achievable emission levels for PM (as a
surrogate for non-mercury metallic HAP), total selected non-mercury metallic HAP, mercury, HCI (as
asurrogate for inorganic HAP), and CO (as asurrogate for organic HAP). This approach is reasonable
because the most informative way to predict the worst reasonably foreseeable performance of the best-
controlled unit, with avail able data, is to examine the performance of other unitsthat use the same
technology. In other words, the EPA considers all units with the same control technology to be
equally well controlled, and each unit with the best control technology is a “best controlled similar
unit” even if the emission test results from such units vary considerably.

Accordingly, we selected as the floor for new units the level of control that was being
achieved in practice by the best-controlled similar source, that is, the source with emissions
representing the performance of the most effective control technology under the worst reasonably
foreseeable circumstances. A detailed description of the MACT floor determination isin the
memorandum “MACT Floor Analysis for New and Existing Sourcesin the Industrial, Commercial,
and Institutional Boilers and Process Heaters Source Categories’ in the docket.

New Solid Fuel-fired Units

Large Units - Heat I nputs Greater than 10 MM Btu/hr. The most effective control technology
identified for removing PM from boilersin this subcategory isfabric filters. Therefore, the EPA
considers a fabric filter to be the technology basis for the new source MACT floor for non-mercury
metallic HAP emissions. The MACT floor emission level based on fabric filtersis 0.04 Ib
PM/MMBtu. This PM emission level was selected from a subset of fabric filters contained in the
database. This subset includes fabric filters assumed to be subject or achieving the NSPS for industrial
boilers. The NSPS (40 CFR 60.40b), which represent best demonstrated technology for criteria
pollutants, is based on the use of a fabric filter for PM and requires the use of a scrubber for sulfur
dioxide. Therefore, fabric filters subjected to the NSPS are assumed to be better designed, and
operated than those built prior to the NSPS.

We are aso providing an alternative metalslimit of 0.00007 |b metalM M Btu which can be
used to show compliance in cases where metal HA P emissions are low in proportion to PM emissions.
The emissions database i ndicates that some biomass units have low metals content but high PM
emissions. The emission level for metals was selected from metals test data associated with PM
emission tests from fabric filters that met the MACT floor PM emission level. The most effective
control technologies identified for removing inorganic HAP including acid gases, such as HCI, are wet
scrubbers and packed bed scrubbers. Wet scrubbersis a generic term that is most often used to
describe venturi scrubbers, but can include packed bed scrubbers, impingement scrubbers, etc. One
percent of boilers and process heaters in this subcategory reported using a packed bed scrubber.
Emission test data from other industries suggests that packed bed scrubbers achieve consistently lower
emission levels than wet scrubbers. Therefore, the EPA considers a packed bed scrubber to be the
technology basis for the new source MACT floor for acid gas control for boilers and process heaters in
the solid fuel subcategory. The MACT floor emission level based on packed scrubbers is 0.016 Ib
HCI/MMBtu.
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For mercury control, one technology, carbon injection, that has demonstrated mercury
reductions in other source categories (i.e., municipal waste combustors), was identified as being used
on one existing industrial boiler. However, test data on this carbon injection system indicated that this
unit was not achieving mercury emissions reductions. Therefore, we did not consider carbon injection
to bea MACT floor control technology for industrial, commercial, and institutional boilersand
process heaters. Data from electric utility boilers indicate that fabric filters can achieve mercury
emissions reductions. Therefore, the EPA considers a fabric filter to be the control technology basis for
controlling mercury in this subcategory. The MACT floor emission level based on fabric filtersis
0.0000026 Ib mercury/M MBtu.

Similar control technology analysis was done for the boilers and process heaters in this
subcategory for organic HAP. One control technique, controlling inlet temperature to the PM control
device, that has demonstrated controlling downstream formation of dioxinsin other source categories
(e.g., municipal waste combustors) was analyzed for industrial boilers. Inlet and outlet dioxins test
data were available on four boilers controlled with PM control devices. In all cases, noincrease in
dioxins emissions were indicated across the PM control device even at high inlet temperatures.
However, we are requesting comment on controls that would achieve reductions of organic HAP,
including any additional datathat might be available. The EPA did find that CO monitoring can
reduce organic HAP emissions, and has included it in the new source MA CT floors as described under
section I11.F. of this preamble.

In light of this analysis, the EPA determined that the combination of afabric filter, a packed
bed scrubber, and CO monitoring forms the control technology basis for the new source MACT floor
for boilers and process heaters in this subcategory.

Small Units- Heat Inputs L essthan or Equal to 10 MM Btu/hr. The most effective control
technologies identified for removing non-mercury metallic HAP used by units in this subcategory are
fabric filters. Therefore, the EPA considers fabric filters to be the technology basis for the new source
MA CT floor for non-mercury metallic HAP control in this subcategory. The most effective control
technology identified for unitsin this subcategory for removing acid gases, such as HCI, are wet
scrubbers. The most effective control technologies identified for removing mercury used by unitsin
this subcategory are fabric filters.

The EPA identified no control technology being used in the existing population of boilers and
process heaters that consistently achieved lower emission rates than uncontrolled levels, such that a
best-controlled similar source for organic HAP could be identified. We concluded the MACT floor for
new sources in this subcategory is no emissions reductionsfor organic HAP. Furthermore, CO
monitoring is not required for small boilers and process heaters by any State rules.

Thus, the EPA determined that the combination of a fabric filter and a wet scrubber formsthe
control technology basis for the new source MACT floor for boilers and process heaters in this
subcategory.

The emissions test database did not contain test data for boilers and process heaters less than
10 M M Btu/hr heat input. In order to develop emission levels for this subcategory, we decided to use
information from unitsin the large solid subcategory. We considered this to be an appropriate
methodol ogy because although the unitsin this subcategory are different enough to warrant their own
subcategory (i.e., different designs and emissions), emissions of the specific HAP for which limits are
being proposed (HCI, PM and metals) are expected to be related more to the type of fuel burned and
the type of control used than to the unit design. Consequently, we determined that emissions
information from unitsgreater than 10 MM Btu/hr heat input could be used to establish the MACT
floor levelsfor this subcategory for HCI, non-mercury metallic HAP (using PM as a surrogate), and
mercury because the fuels and controls are similar.

The MACT floor emission level based on emissions data for fabric filters on solid fuel-fired
boilersis0.04 Ib PM/MM Btu or 0.00007 Ib selected nhon-mercury metalYMMBtu, and 0.0000026
mercury/MM Btu. The MACT floor emission level based on wet scrubbersis 0.032 Ib HCI/MM Btu. .

Limited Use Units - Capacity Utilizations L ess than or Equal to 10 Percent. The most
effective control technologies identified for removing non-mercury metallic HAP and mercury used by
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units in this subcategory are fabric filters. Therefore, the EPA considersfabric filtersto bethe
technology basis for the new source MACT floor for non-mercury metallic HAP and mercury control
in this subcategory. The most effective control technology identified for units in this subcategory for
removing acid gases, such as hydrogen chloride, are wet scrubbers.

The EPA did find that monitoring CO is used by at least one unit and can reduce organic HAP
emissions, and has included it in the new source MA CT floor for this subcategory as described under
section I11.F of thispreamble.

Therefore, based on this analysis, the EPA determined that the combination of afabric filter, a
wet scrubber, and CO monitoring forms the control technology basis for the new source MACT floor
for boilers and process heatersin this subcategory.

Consequently, we determined that emissions information from units greater than 10
MM Btu/hr heat input could be used to establish MACT floor levelsfor this subcategory because the
fuels and controls are similar. The MACT floor emission level based on fabric filtersis 0.04 |b
PM/MM Btu or 0.00007 Ib metals/MM Btu, and 0.0000026 mercury/MM Btu. The MACT floor
emission level based on wet scrubbersis0.032 Ib HCI/MMBtu.

New Liquid Fuel-fired Units

Large Units - Heat I nputs Greater than 10 MM Btu/hr. The most effective control technologies
identified for removing non-mercury metallic HAP and PM from unitsin this subcategory are fabric
filters. Therefore, the EPA considers a fabric filter to be the technology basis for the new source
MACT floor for non-mercury metallic HAP. A PM level is set as a surrogate for non-mercury metallic
HAP control. The MACT floor emission level based on emission data for fabric filters on liquid fuel
fired boilersis0.068 Ib PM/MM Btu. Unlike for solid fuel subcategories, we are not aware of any
liquid fuelsthat are low in metals but would have high PM emissions. Therefore, we do not have an
alternative metals standard for the liquid subcategories.

The most effective control technologies identified for removing inorganic HAP that are acid
gases, such as HCI, are packed bed scrubbers. Therefore, the EPA considers a packed bed scrubber to
be the technology basis for the new source MACT floor for acid gas control for boilers and process
heaters in the liquid fuel subcategory. The MACT floor emission level based on packed scrubbers is
0.00045 Ib HCI/MMBtu.

Similar control technology analyses were done for the boilers and process heaters in this
subcategory for mercury and organic HAP.

Information in the emissions database or from other source categories does not show that
control technologies, such as fabric filters or wet scrubbers, achieve reductionsin mercury emissions
from liquid fuel-fired industrial, commercial, and institutional boilers and process heaters. Therefore,
EPA identified no control technology being used in the existing population of boilers and process
heaters in these subcategories that consistently achieved lower emission rates than uncontrolled levels,
such that a best-controlled similar source for organic HAP could beidentified. However, we did find
that monitoring CO is a good combustion practice that can reduce organic HAP emissions, and has
included it in the new source MACT floor as described under section 111.D of this preamble. We
concluded the MACT floor for new sources in this subcategory isno emissions reductions for
mercury.

In light of this analysis, the EPA determined that the combination of afabric filter, a packed
bed scrubber, and CO monitoring forms the control technology basis for the new source MACT floor
for boilers and process heaters in this subcategory.

Small Units- Heat Inputs Lessthan or Equal to 10 MMBtu/hr. The most effective control
technologies identified for removing non-mercury metallic HAP used by units in this subcategory are
fabric filters. Therefore, the EPA considers fabric filters to be the technology basis for the new source
MACT floor for non-mercury metallic HAP control in this subcategory. The most effective control
technology identified for unitsin this subcategory for removing acid gases, such as hydrogen chloride,
are wet scrubbers.
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Information in the emissions database or from other source categories does not show that other
control technologies, such as fabric filters or wet scrubbers, achieve reductionsin mercury emissions
from liquid fuel-fired industrial, commercial, and institutional boilers and process heaters. Therefore,
EPA could not identify a control technology being used in the existing population of boilers and
process heaters that consistently achieved lower emission rates than uncontrolled levels, such that a
best-controlled similar source for mercury or organic HAP could be identified. We concluded the
MACT floor for new sources in this subcategory is no emissions reductions for mercury or organic
HAP.

Thus, the EPA determined that the combination of a fabric filter and a wet scrubber formsthe
control technology basis for the new source MACT floor for boilers and process heaters in this
subcategory.

The emissions test database did not contain test data for boilers and process heaters | ess than
10 MM Btu/hr heat input. In order to develop emission levels for this subcategory, we decided to use
information from unitsin the large liquid subcategory. We considered this to be an appropriate
methodol ogy because although the unitsin this subcategory are different enough to warrant their own
subcategory (i.e., different designs and emissions), emissions of the specific types of HAP for which
limits are being proposed (HCI and metals) are expected to be more related to the type of fuel burned
and the type of control than to unit design. Consequently, we determined that emissions information
from units greater than 10 M M Btu/hr heat input could be used to establish MACT floor levels for this
subcategory because the fuelsand controls are similar. The MACT floor emission level based on
fabric filtersis 0.068 Ib PM/MMBtu. The MACT floor emission level based on wet scrubbersis
0.0009 Ib HCI/MM Btu.

Limited Use Units - Capacity Utilizations L ess than or Equal to 10 Percent. The most
effective control technologies identified for removing non-mercury metallic HAP used by unitsin this
subcategory are fabric filters. Therefore, the EPA considers fabric filters to be the technology basis for
the new source MA CT floor for non-mercury metallic HAP control in this subcategory. The most
effective control technology identified for units in this subcategory for removing acid gases, such as
hydrogen chloride, are wet scrubbers.

Information in the emissions database or from other source categories does not show that other
control technologies, such as fabric filters or wet scrubbers, achieve reductionsin mercury emissions
from liquid fuel-fired industrial, commercial, and institutional boilers and process heaters. The EPA
identified no control technology being used in the existing population of boilers and process heaters
that consistently achieved lower emission rates than uncontrolled levels, such that a best-controlled
similar source for mercury could be identified. We concluded the MACT floor for new sourcesin this
subcategory is no emissions reductions for mercury.

We did find that monitoring CO can reduce organic HAP emissionsand is used by at least one
unit in this subcategory, and have included it in the new source MACT floor as described under
section I11.D of this preamble.  Therefore, based on this analysis, the EPA determined that the
combination of afabric filter, awet scrubber, and CO monitoring forms the control technology basis
for the new source M ACT floor for boilers and process heaters in this subcategory.

The emissions test database did not contain test data for limited use liquid-fired boilers and
process heaters. In order to develop emission levels for this subcategory, we decided to use
information from unitsin the large liquid subcategory. Consequently, we determined that emissions
information from units greater than 10 MM Btu/hr heat input could be used to establish MACT floor
levelsfor this subcategory because the fuels and controls are similar. The MACT floor emission level
based on fabric filtersis 0.068 |b PM/MMBtu. The MACT floor emission level based on wet
scrubbersis 0.0009 |b HCI/M M Btu.

Gaseous Fuel Subcategories

No existing units were using control technologies that achieve consistently lower emission
rates than uncontrolled sources for any of the pollutant groups of interest, except organic HAP. At
least one unit in the population database in the large and limited use gaseous fuel subcategoriesis
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required to monitor CO. Therefore, the MACT floor for gaseous fuel-fired units includes aCO
monitoring requirement and emission limit, as described in section I11.D of this preamble, but it does
not include any emission limits for PM, metallic HAP, mercury, or inorganic HAP based on the
utilization of add-on control technology.

How EPA Considered Beyond the Floor Options for New Units

The MACT floor level of control for new unitsis based on the emission control that is
achieved in practice by the best controlled similar source within each of the subcategories. No
technologies were identified that would achieve non-mercury metals reduction greater than the new
source floors (i.e., fabric filters) for the liquid and solid subcategories or CO monitoring for the solid,
liquid, and gaseous subcategories. For inorganic HAP control, we determined that packed bed
scrubbers achieve higher emissions reductions than MACT floors consisting of awet scrubber.
Packed bed scrubbers are the technology basis of the MACT floor for the large unit subcategory, but
wet scrubbers were the technology basis of the floors for the small unit and limited unit subcategories.
Therefore, we examined the cost and emission reductions of applying a packed bed scrubber as a
beyond the floor option for new solid and liquid units within the small and limited use subcategories.
W e determined that costs were excessive for the limited emission reduction that would be achieved.
Non-air quality health, environmental impacts, and energy effects were not significant factors, because
there would be little difference in the non-air quality health and environmental impacts between
packed bed scrubbers and wet scrubbers. Therefore, the EPA did not select this beyond-the-floor
option, and the proposed new source MACT level of control for PM, metallic HAP, and inorganic
HAP (HCI) is the same as the MACT floor level of control for all of the subcategories.

In reviewing potential regulatory options beyond the new source MACT floor level of control,
the EPA identified one existing solid fuel-fired industrial boiler that was using carbon injection
technology for mercury control. However, emission data obtained from this unit indicated that it was
not achieving mercury emission reductions from the uncontrolled levels. Moreover, we do not have
information to otherwise show that carbon injection is effective for reducing mercury emissions from
industrial, commercial, and institutional boilers and process heaters. Information in the emissions
database or from other source categories does not show that other control technologies, such as fabric
filters or wet scrubbers, achieve reductions in mercury emissions from liquid fuel-fired industrial,
commercial, and institutional boilers and process heaters. Therefore, carbon injection, for solid fuel
units, and other control techniques, for liquid fuel units, were not evaluated as regulatory options.

For the solid fuel and liquid fuel subcategories, fuel switching to natural gasis a potential
regulatory option beyond the new source floor level of control that would reduce mercury and metallic
HAP emissions. However, based on current trends within the industry, the EPA projects that the
majority of new boilers and process heaters will be built to fire natural gas as opposed to solid and
liquid fuels such that the overall emissions reductions associated with this option would be minimal.
Furthermore, organic HA P may be increased by fuel switching. Limited emissions reductionsin
combination with the high cost of fuel switching and considerations about the availability and
technical feasibility of fuel switching makes this an unreasonable regulatory option that was not
considered further. Non-air quality health, environmental impacts, and energy effects were not
significant factors. No beyond-the-floor options for gas-fired boilers were identified.

Based on the analysis discussed above, the EPA decided to not go beyond the MACT floor
level of control for new sources for MACT in the rule.

1.2.4 Considerations of Possible Risk-Based Alternatives to Reduce Impacts to Sources

The Agency has made every effort in developing this rule to minimize the cost to the regul ated
community and allow maximum flexibility in compliance options consistent with our statutory
obligations. However, we recognize that the rule may still require some facilitiesto take costly steps
to further control emissions even though their emissions may not result in exposures which could pose
an excessindividual lifetime cancer risk greater than onein onemillion or which exceed thresholds
determined to provide an ample margin of safety for protecting public health and the environment
from the effects of hazardous air pollutants. We therefore solicited comment on whether there are
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further waysto structure the rule to focus on the facilities which pose significant risks and avoid the
imposition of high costs on facilities that pose little risk to public health and the environment.

Representatives of the plywood and composite wood products industry provided EPA with
descriptions of three mechanisms that they believed could be used to implement more cost-effective
reductionsin risk. The docket for today’s rule contains “white papers” prepared by industry that
outline their proposed approaches (see docket number A-98-44, Item # |1-D-525). These approaches
could be effective in focusing regulatory controlson facilitiesthat pose significant risks and avoiding
theimposition of high costson facilitiesthat pose little risk to public health or the environment, and
we sought public comment on the utility of each of these approaches with respect to this rule.

One of the approaches, an applicability cutoff for threshold pollutants, would be implemented
under the authority of CAA section 112(d)(4); the second approach, subcategorization and delisting,
would be implemented under the authority of CA A sections 112(c)(1) and 112(c)(9); and, the third
approach, would involve the use of aconcentration-based applicability threshold. We sought
comments on whether these approaches are legally justified and asked for information that could be
used to support such approaches.

The approach the Agency has chosen to include in the final rule is the first approach - an
applicability cutoff for threshold pollutants. The threshold pollutants for which an applicability cutoff
is applied are hydrochloric acid (Hcl) and a series of eight metals known as the total selected metals
(TSM).

1.2.4.1 Applicability Cutoffs for Threshold Pollutants Under Section 112(d)(4) of the CAA

This approach is an “applicability cutoff” for threshold pollutants that is based on EPA’s
authority under CAA section 112(d)(4). A “threshold pollutant” is one for which thereis a
concentration or dose below which adverse effects are not expected to occur over a lifetime of
exposure. For such pollutants, section 112(d)(4) allows EPA to consider the threshold level, with an
ample margin of safety, when establishing emissions standards. Specifically, section 112(d)(4) allows
EPA to establish emission standards that are not based upon the maximum achievable control
technology (MA CT) specified under section 112(d)(2) for pollutants for which a health threshold has
been established. Such standards may be less stringent than MACT. Historically, EPA has interpreted
112(d)(4) to allow usto avoid further regulation of categories of sources that emit only threshold
pollutants, if those emissions result in ambient levels that do not exceed the threshold, with an ample
margin of safety.®

Inthe past, EPA routinely treated carcinogens as non-threshold pollutants. The EPA
recognizes that advances in risk assessment science and policy may affect the way EPA differentiates
between threshold and non-threshold HAP. The EPA's draft Guidelines for Carcinogen Risk
Assessment* suggest that carcinogens be assigned non-linear dose-response relationships where data
warrant. Moreover, it is possible that dose-response curves for some pollutants may reach zero risk at
a dose greater than zero, creating athreshold for carcinogenic effects. It is possible that future
evaluations of the carcinogens emitted by this source category would determine that one or more of the
carcinogens in the category is athreshold carcinogen or is a carcinogen that exhibits a non-linear dose-
response relationship but does not have a threshold.

The dose-response assessments for formaldehyde and acetal dehyde are currently undergoing
revision by the EPA. As part of this revision effort, EPA is evaluating formaldehyde and acetaldehyde
as potential non-linear carcinogens. The revised dose-response assessments will be subject to review
by the EPA Science Advisory Board, followed by full consensus review, before adoption into the EPA

! See 63 FR 18754, 18765-66 (April 15, 1998) (Pulp and Paper Combustion Sources Proposed
NESHAP)

* “Draft Revised Guidelines for Carcinogen Risk Assessment.” NCEA-F-0644. USEPA, Risk
Assessment Forum, July 1999. pp 3-9ff. http://www.epa.gov/ncea/raf/pdfs/cancer gls.pdf
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Integrated Risk Information System (IRIS). At thistime, EPA estimates that the consensus review will
be completed sometime in 2004. The revision of the dose-response assessments could affect the
potency factors of these HAP, as well as their status as threshold or non-threshold pollutants. At this
time, the outcome is not known. In addition to the current reassessment by EPA, there have been
several reassessments of the toxicity of and carcinogenicity of formaldehyde in recent years, including
work by the World Health Organization and the Canadian Ministry of Health.

1.2.4.2 Applicability Cutoffs for Hydrogen Chloride Controls Under Section 112(d)(4)
of the CAA

HCI Compliance Alternative.

As an dternative to the requirement for each large solid fuel-fired boiler to demonstrate
compliance with the HCI emission limit in the final rule, you may demonstrate compliance with a
health-based facility-wide HCI equivdent allowable emission limit.

The procedures for demonstrating eligibility for the HCI compliance alternative (as outlined
in appendix A of thefinal rule) are:

(1) You must include in your demonstration every emission point within the facility that
emits arespiratory toxicant included on EPA’s list of hazardous air pollutants.

(2) You must conduct HCI and chlorine emissions tests for every emission point covered
under subpart DDDDD.

(3) You must obtain either through emission testing or through the devel opment and
documentation of best engineering estimates of maximum emissions of respiratory toxicants fromall
emission points at the facility not covered under subpart DDDDD of part 63 from which a respiratory
toxicant might reasonably be emitted.

(4) Y ou must determine the total maximum hourly mass HCI-equivalent emission rate for
your facility by summing the maximum hourly toxicity-weighted emission rates of all appropriate
respiratory toxicants (cal culated using the maximum rated capacities of the units) for each of the units
at your facility.

(5) Usethe look-up tablein the gppendix A of subpart DDDDD to determineif your facility
isin compliance with health-based HCl-equivalent emission limit.

(6) Select the maximum allowable HCl-equivalent emission rate from the look-up tablein
appendix A of subpart DDDDD of part 63 for your facility using the average stack height of your
subpart DDDDD emission units asyour stack height and the minimum distance between any
respiratory toxicant emission point at the facility and the closest boundary of the nearest resdential
(or residentially zoned) area as your fenceline distance.

(7) Your facility isin compliance if your maximum HCIl-equivalent emission rate does not
exceed the value specified in the look-up table in appendix A of subpart DDDDD.

(8) Asan alternative to using the look-up table, you may conduct a site-specific compliance
demonstration (as outlined in appendix A of subpart DDDDD of part 63) which demonstrate that your
facility cannot cause anindividual chronic inhalation exposure from respiratory toxicants which can
exceed a Hazard Index (HI) value of 1.0.

1.2.4.3 Applicability Cutoffs for Total Selected Metals Controls Under Section 112(d)(4)
of the CAA

In lieu of complying with the emission standard for TSM in subpart DDDDD of part 63 based
on the sum of emissions for the eight selected metals (arsenic, cadmium, chromium, mercury,
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manganese, nickd, lead, and ), you may demonstrate eligibility for complying with the TSM standard
based on excluding manganese emissions from the summation of TSM emissionsfor the affected
source unit.

The procedures for demonstrating eligibility for the TSM compliance aternative (as outlined
in appendix A of the subpart DDDDD) are:

(1) You must include in your demonstration every emission point within the facility that
emits a CNStoxicant included on EPA’slist of hazardous air pollutants.

(2) You must conduct manganese emissions testsfor every emission point covered under
subpart DDDDD that emits manganese.

(3) You must obtain either through emission testing or through the development and
documentation of best engineering estimates of maximum emissions of CNStoxicants from all
emission points at the facility not covered under subpart DDDDD from which a CNS toxicant might
reasonably be emitted.

(4) Y ou must determine the total maximum hourly manganese equivdent emission rate from
your facility by summing the maximum hourly toxicity-weighted emission rates of all appropriate
CNS toxicants (cal culated using the maximum rated heat input capacities) for each of the units at your
facility.

(5) Usethelook-up tablein appendix A of subpart DDDDD to determine if your facility is
eligible for complying with the TSM limit based on the sum of emissions for seven metals (excluding
manganese) for the affected source units.

(6) Select the maximum allowable manganese-equivalent emission rate from the look-up
table in appendix A of subpart DDDDD for your facility using the average stack height of your
subpart DDDDD emission units as your stack height and the minimum distance between any CNS
toxicant emission point at the facility and the closest boundary of the nearest residential (or
residentially zoned) area as your fenceline distance.

(7) Your facility iseligible if your maximum manganese-equivalent emission rate does not
exceed the value specified in the look-up table in appendix A of subpart DDDDD.

(8) Asan alternative to using look-up table to determine if your facility is eligiblefor the
TSM compliance alternative, you may conduct a site-specific compliance demonstration (as outlined
in appendix A of subpart DDDDD) which demonstrates that your facility cannot cause an individual
chronic inhalation exposure from CNS toxicants which can exceed aHI value of 1.0.

If you elect to demonstrate eligibility for either of the health-based compliance alternatives,
you must submit certified documentation supporting compliance with the procedures at least 1 year
before the compliance date.

Y ou must submit supporting documentation including documentation of all maximum
capacities, existing control devices used to reduce emissions, stack parameters, and property
boundary distancesto each on-site source of HCl-equivalent and/or manganese-equivalent emissions.

Y ou must keep records of the information used in developing the eligibility demongtration for
your affected source.

To be eligible for either health-based compliance alternative, the parameters that defined your
affected source as eligible for the health-based compliance alternatives (including, but not limited to,
fuel type, type of control devices, process parameters documented as worst-case conditions during the
emissons testing used for your digibility demonstration) must be incorporated as Federally
enforceable limitsinto your title V permit. If you do not meet these criteria, then your affected source
is subject to the applicable emission limits, operating limits, and work practice standards in Subpart
DDDDD.

If you intend to change key parameters (including distance of stack to the property boundary)
that may result in lower allowable health-based emission limits, you must recalcul ate the limits under
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the provisions of this section, and submit documentation supporting the revised limits prior to
initiating the change to the key parameter.

If youintend to install a new solid fuel-fired boiler or process heater or change any existing
emissions controls that may result in increasing HCl-equivalent and/or manganese-equivalent
emissions, you must recal culate the total maximum hourly HCI-equivalent and/or manganese-
equivalent emission rate from your affected source, and submit certified documentation supporting
continued eligibility under the revised information prior to initiating the new installation or change to
the emissions contrals.

Facilities that could not demonstrate that they are eligible to be included in the low-risk
subcategory would be subject to MACT and possible future residual risk standards.

1.3 Other Federal Programs

There are a number of other federal programs that affect air pollutant emissions from these
sources. The effects of similar federal programs are the following:

. The commercid and industrial solid waste incinerators (CISWI) standards (in 40 CFR 60
subparts CCCC and DDDD) regulate commercial and industrial non-hazardous solid waste
incinerators. These standards are final as of Dec. 1, 2000. Sources subject to the CISWI
rules are exempt from the requirements of this NESHAP.

. The utility HAPs study Report to Congress provides information used to determine whether
fossil fuel fired utility boilers should be regulated in afuture MACT standard. A fossil fuel-
fired utility boiler is afossil fuel-fired combustion unit with a heat input greater than 25
megawatts that serves a generator producing dectricity for sale. Fossil fuel-fired utility
boilers are exempt from thisregulation. Non-fossil fuel-fired utility are, however, covered

by this proposed standard.

. EPA’ s Office of Solid Waste isin the process of developing MACT standards for hazardous
waste boilers. Boilersburning hazardous waste are not included in this regulation.

. Previously, EPA had codified new source performance standards (NSPS) for industrial boilers

in 1986 (in 40 CFR 60 subparts Db and Dc) and revised portions of themin 1999. The NSPS
regulates emissions of particulate matter (PM), sulfur dioxide (SO,), and nitrogen oxides
(NOx) from boilers constructed after June 19, 1984. Source subject to the NSPS are still
subject to this NESHA P because the NESHA P regul aes sources of hazardous air pollutants
while the NSPS does not. However, in developing the NESHAP for
industrial/commercial/institutional boilers and process heaters EPA minimized the
monitoring, recordkeeping requirements, and testing requirements so as not to duplicate
regquirements.

1.4 Scope of the Analyses in the RIA

The MACT floor will affect approximately 5,600 existing and new units. EPA developed
annual compliance costs for model units in each of 83 different model unit types. EPA then linked the
annualized compliance costs from the model units to the estimated existing population of boilers and
process heaters to obtain national impact estimates. In addition, the Agency projected entrance of new
boilers and process heaters through the year 2005, and linked the annualized compliance costs to these
projected new units.

The impacts of national compliance costs, including impacts to both existing and new units, on
affected markets was then estimated using a computerized market model. EPA used changesin prices
and quantitiesin energy markets and final product markets to estimate the firm-, industry-, market-,
and societal-level impacts associated with the regulation. EPA then estimated changesin particulate
matter (PM) concentrations associated with this regulation using an air quality model and then
estimated the benefits associated with these changes in PM concentrations. To estimate the benefits,
the Agency used an in-house model to calcul ate benefits and then monetize them for emission
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reductions in areas where the assignment of controls to affected sources is well-defined. The Agency
then used a benefits transfer technique to apply the benefits estimates from reductions at sources with
well-defined control assignments to calculate benefitsin areas where the assignment of controlsis not
well-assigned. Finally, the Agency compared the benefits to the costs of the regulation.

Results of these analyses are presented for the final rule (MACT floor) and Option 1A.
Results of the costs and some economic impact information are presented for Option 1B. Thereis
insufficient information for estimating the economic impacts and small entity impacts associated with
Option 1B, and the benefits estimate for this option isthe same as that for Option 1A since there are no
additiona emissionsreductions expected.

1.5 Organization of the Report

The remainder of this report is divided into ten chapters that describe the analysis
methodol ogies and presents the analyses results:

* Chapter 2 provides background information on boiler and process heater technologies.

» Chapter 3 profiles existing boilers and process heaters by capacity, fuel type, and industry
and presents projections of the future population of unitsin 2005.

e Chapter 4 profilesthe industries with the largest number of affected fecilities. Included
are profiles of the lumber and wood products (SIC 24/NAICS 321), furniture and rel ated
product manufacturing (SIC 25/NAICS 337), paper and alied products (SIC 26/NAICS
322), and electrical services (SIC 49/NAICS 221) industries.

o Chapter 5 describes the methodology for assessing the economic impacts of the National
Emission Standard for Hazardous Air Pollutants (NESHAP).

o Chapter 6 presentsthe results of the economic analysis, including market, industry, and
social cost impacts.

o Chapter 7 provides the Agency’s analysis of the regulation’s impact on small entities.

» Chapter 8 presentsthe Agency’s analysis of the changesin air quality associated with
compliance with the regulation, and a description of the emissions inventories used in the
air quality analysis.

» Chapter 9 presents the results of the qualitative benefits associated with implementation of
this regulation.

» Chapter 10 presents the results of the quantitative and monetized benefits associated with
implementation of this regulation and a comparison of the benefits to the costs of the rule.

In addition to these chapters, there are five appendicies as well. Appendix A provides
information on the databases and equations used in the economic impact analysis, and Appendix B
provides details on assumptions behind the operation of the economic model, aong with results of
sensitivity analyses. Appendix C provides some results from the air quality modeling conducted to
determine reductions in concentrations of PM associated with the emissions reductions expected to
take place. These results are for the above-the-floor option 1A only. Appendix D contains the results
of sensitivity analyses and alternative calculations for our benefits estimates. Finally, Appendix E
contains impact estimates associated with the health-based compliance alternatives for HCl and Mn
sources.
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CHAPTER 2
BOILER AND PROCESS HEATER TECHNOLOGIES

The three categories of combustion devices affected under the regulations are industrial
boilers, commercial and institutional (ICI) boilers, and process heaters. Although their primary
function is to transfer heat generated from fuel combustion to materials used in the production process,
the applications for boilers and process heaters are somewhat different. Asaresult, the primary
industries using boilers may not be the same as those using process heaters. Itisimportant to note that
throughout this report the terms “boilers and process heaters,” and “ units’ are synonymous with “1CI
boilers and process heaters.” Utility boilers primarily engaged in generating electricity are not covered
by the NESHAP under analysis and are therefore excluded from this analysis.

Boilers are combustion devices used to produce steam or heat water. Steam is produced in
boilers by heating water until it vaporizes. The steam is then channeled to applicationswithin a
facility or group of facilitiesvia pipes. Steam is an important power and heating source for the U.S.
economy. Itisused inthe preparation or manufacturing of many key products, such as paper,
petroleum products, furniture, and chemicals. Steam is also used to heat buildings and to generate the
majority of the electricity consumed in this country. There are literally thousands of boilers currently
being used in the United States throughout a wide variety of industries.

Process heaters are primarily used as heat transfer unitsin which heat from fuel combustion is
transferred to process fluids, although they may also be used to transfer heat to other nonfluid
materials or to heat transfer materials for use in a process unit (not including generation of steam).
Process heaters are generally used in heat transfer applications where boilers are inadequate. Often
these are uses in which heat must be transferred at temperatures in excess of 90° to 204°C (200° to
400°F). Process heaters are used in the petroleum refining and petrochemical industries, with minor
applications in the asphalt concrete, gypsum, iron and steel, and wood and forest products industries.

Since one of the main uses of boilers is to generate steam, some of the characteristics of steam
are discussed in this chapter. This chapter also provides an overview of the varioustypes of boiler and
process heater characteristics and designs.

2.1 Characteristics of Steam

Steam, an odorless, invisible gas of vaporized water, may be interspersed with water droplets,
which gives it acloudy appearance. Itisproduced naturally when underground water is heated by
volcanic processes and mechanically using boilers and other heating processes. When water is heated
at atmospheric pressure, it remainsin liquid form until its temperature exceeds 212°F, the boiling point
of water. Additional heat does not raise the water’s temperature but rather vaporizes the water,
converting it into steam. However, if water is heated under pressure, such asin a boiler, the boiling
point is higher than 212°F and more heat is required to generate sseam. Once all the water has been
vaporized into steam, the addition of heat causes the temperature and volume to increase. Steam'’s
heating and work capabilitiesincrease as it is produced under greater pressure coupled with higher
temperatures. As steam escapes from the boiler, it can be directed through pipes to drive mechanical
processes or to provide heat.

The steam used in most utility, industria, and commercial applications isreferred to as “clean
steam.” Clean steam encompasses steam purities ranging from pure, solid-free steam used in critical
processes to filtered steam for less demanding applications. The various types of clean steam differ in
steam purity and steam quality. Steam purity is a quantitative measure of contamination of steam
caused by dissolved particlesin the vapor or by tiny droplets of water that may remain in the steam.
Steam quality is a measure of how much liquid water is mixed in with the dry steam (Fleming, 1992).

2-1



Firms select the levels of steam quality and steam purity for their applications based on the sensitivity
of their equipment to impurities, water droplet size, and condensation as well as the requirements for
their production process. Using clean steam minimizes the risk of product contamination and prolongs
equipment life. Although there are infinite possible levels of water purity and quality, the term “clean
steam” generally refersto three basic types of steam:

» filtered steam—produced by filtering plant sseam using high-efficiency filters. Filtered
steam is generally of high steam quality because most large water droplets and other
contaminants will be filtered out.

» clean steam—steam that is frequently produced from deionized and distilled water.
Deionized and distilled water is free of dissolved solids and ions, which may corrode
pipework.

* pure stean—similar to clean steam except that it is always produced from deionized and
distilled water.

Steam applications can be categorized by the amount of pressure required: hot water, low
pressure, and high pressure. Low pressureis 0 to 15 pounds per square inch (psi) and high pressure
steam is above 15 psi (Plant Engineering, 1991). Hot water systems, which generate little steam, are
primarily used for comfort applications, such as hot water for a building. Low pressure applications
include process heat and space heating. High pressure steam applications are more frequently used in
industrial and utility applications. Some high pressure applications require that the steam be
superheated, a process which ensures that the steam is free of water droplets, to avoid damaging
sensitive equipment.

Electric cogenerators, such as large factories and processing facilities, use steam to drive
turbines to generate electricity. A conventional steam electric power plant burns fossil fuels (coal, gas,
or oil) in a boiler, releasing heat that boils water and convertsit into high-pressure steam (see Figure 2-
1). The steam enters aturbine where it expands and pushes against blades to turn the generator shaft
and create electric current. Inthisway, the thermal energy of steam becomes mechanical energy,
which is converted into electricity. Steam used to drive turbines generates most of the electric power
in the United States (TX U, 2000).

Industrial operations use steam to perform work such as powering complex machinery
operations, in the same way that electric utilities use steam to rotate turbines. Textile mills, pulp and
paper mills, and other manufacturing outfits are examples of facilities that use steam to run machinery.
Steam also provides heat and pressure for manufacturing processes. Industrial establishments use
steam to provide heat for drying or to heat and separate materials. For example, the paper industry
uses steam to heat rollers that dry paper during the final stages of the production process. Petroleum
refineries and chemical producers use steam to heat petroleum, raw materials, and other inputs to
separate inputs into their constituent components or to facilitate chemical interactions. In addition to
these applications, steam is employed in many other industrial processes, including textile production,
wood working, furniture making, metal working, food preparation, and the manufacture of chemicals.
Substitutes for using steam as process heat include electrical heating equipment, infrared, and other
radiant drying techniques. Electricity may be used to power machinery, aswell. However, switching
from steam-powered to el ectricity-powered machinery would require significant equipment retrofits or
replacement.
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Figure 2-1. Generating Electricity: Steam Turbines

Source: Texas Utilities (TXU). 2000. “Generating Electricity: Steam Turbines.” As obtained in September
2000. <http://www .txu.com/knowledge/energy_lib/generating01.html>.

Other steam applications include heating, sanitation, food processing and preparation, and
cleaning. In addition to using boilers to heat water, factories, hospitals, government buildings, schools
and other large buildings use boiler-generated steam to provide space heating. Substitutes for boilers
in heating air and water include electrical water and space heaters; furnaces; and other heating,
ventilation, and air conditioning equipment.

2.2 Fossil-Fuel Boiler Characterization

This section discusses the different classes of fossil-fuel boilers, the most common heat
transfer configurations, and the major design types. The discussion indicates the type(s) of fuel that
each design can use to operate.

2.2.1 Industrial, Commercial, and Institutional Boilers

Industrial, commercial, and institutional boilers are primarily used for process heating,
electrical or mechanical power generation, and/or space heating. Industrial boilers are used in all
major industrial sectors but primarily by the paper products, chemical, food, and petroleum industries.
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It is estimated that the heat input capacity for these boilersistypically between 10 and 250 M M Btu/hr;
however, larger industrial boilers do exist and are similar to utility boilers (EPA, 1997b).
Commercial/ingtitutiona boilers are generally smaller than the industrial units, with heat input
capacities generally below 10 MM Btu/hr. These units normally supply the steam and hot water for
space heating in awide range of locations, including wholesale and retail trade, office buildings,
hotels, restaurants, hospitals, schools, museums, government buildings, and airports. Five hundred
ninety-three of the 3,615 units potentially affected by the floor alternative for the proposed regulation
are commercial/institutional units.

A boiler system includes the boiler itself, associated piping and valves, operation and safety
controls, water treatment system, and peripheral equipment such as pollution control devices,
economizers, or superheaters (Plant Engineering, 1991). Most boilers are made of steel, cast iron, or
copper. The primary fuels used by boilers are coal, oil, and natural gas, but some use electricity, waste
gases, or biomass.

Boilers may either be erected onsite (field-erected boilers) or assembled at a factory (packaged
boilers). Packaged boilers are typically lower ininitial cost and more simple to install. However,
field-erected boilers may have lower operating costs, less maintenance, and greater flexibility because
the furnace or convection pattern chosen to meet required steam pressure, capacity, and fuel
specifications is tailored to the boiler’ s potential use (Plant Engineering, 1991). Applications
requiring more than 100,000 pounds of steam per hour are usually equipped with a field-erected boiler.

2.2.2 Heat Transfer Configurations

The heat transfer configuration of a boiler refers to the method by which heat is transferred to
the water. The four primary boiler configurations are watertube, firetube, cast iron, and tubeless.
Most industrial userstend to rely on either watertube or firetube configurations.

In awatertube boiler, combustion heat is transferred to water flowing through tubes lining the
furnace walls and boiler passes. The furnace watertubes absorb primarily radiative heat, while the
watertubes in the boiler passes gain heat by convective heat transfer. These units have a wide range of
heat input capacities (ICI units range from 0.4 to 1,500 M MBtu/hr) and can be either field erected or
packaged." Watertube boilers with heat input capacities greater than 200 M M Btu/hr are typically field
erected.

Because firetube, cast iron, and tubeless heat transfer configurations typically have heat input
capacities below 10 MM Btu/hr, they will not generally be covered by theNESHAP. Therefore, this
profile focuses on those boiler types that use watertube heat transfer configurations.

2.2.3  Major Design Types

This section summarizes the five major design types for fossil fuel industrial boilers that will
be covered by the NESHAP. It also discusses, where possible, the fuels used, capacity, and assembly
method of each of these types of boilers.

2.2.3.1 Stoker-Fired Boilers (Coal)

These units use underfeed air to combust the coal char on a stationary grate, combined with
one or more levels of overfire air introduced above the grate. There are three types of stoker units:

e spreader stokers,
e underfeed stokers, and
« overfeed stokers.

Stokers generally burn all types of coal, with the exception of overfeed stokers, which do not burn
coking bituminous coals. Stokers can also burn other types of solid fuel, such as wood, wood waste,
and bagasse. Spreader stokers are the most common of these boiler types and have heat input
capacities that typically range from 5 to 550 MMBtu/hr. However, some of these boilers have
capacities as high as 1,500 MM Btu/hr. Smaller stoker units (i.e., those with heat input capacities less
than 100 M M Btu/hr) are generally packaged, while larger units are usually field erected.
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2.2.3.2 Pulverized Coal Boilers (Coal)

Combustion in pulverized coal-fired units takes place ailmost entirely while the coal is
suspended, unlike in stoker unitsin which the coal burnson agrate. Finely ground coal istypically
mixed with primary combustion air and fed to the burner or burners, whereit isignited and mixed with
secondary combustion air. Depending on the location of the burners and the direction of coal injection
into the furnace, pulverized coal-fired boilers can be classified into three different firing types:

* single and opposed wall,
» tangential, and
» cyclone.

Of these types, wall and tangential configurations are the most common. These firing methods are
described further in Sections 2.2.3.4 and 2.2.3.5.

2.2.3.3 Fluidized Bed Combustion (FBC) Boilers (Coal)

FBC isan integrated technology for reducing sulfur dioxide (SO,) and NO, emissions during
the combustion of coal. In atypical FBC boiler, crushed coal and inert material (sand, silica, alumina,
or ash) and/or a sorbent (limestone) are maintained in a highly turbulent suspended state by the upward
flow of primary air from the windbox located directly below the combustion floor. This fluidized state
provides a large amount of surface contact between the air and solid particles, which promotes uniform
and efficient combustion at lower furnace temperatures than conventional coal-fired boilers. Once the
hot gases leave the combustion chamber, they pass through the convective sections of the boiler, which
are similar or identical to components used in conventional boilers.

For the FBCs currently in use in all sectors, coal is the primary fuel source, followed in
descending order by biomass, coal waste, and municipal waste. The heat input capacities of all ICI
FBC units generally range from 1.4 to 1,075 MM Btu/hr.

2.2.3.4 Tangentially Fired Boilers (Coal, Oil, Natural Gas)

The tangentially fired boiler is based on the concept of a single flame zone within the furnace.
The fuel-air mixture projects from the four corners of the furnace along a line tangential to an
imaginary cylinder located along the furnace centerline. Asfuel and air are fed to the burners and the
fuel is combusted, arotating “fireball” is formed. Primarily because of their tangential firing pattern,
which leads to larger flame volumes and flame interaction, uncontrolled tangentially fired boilers
generaly emit relatively lower NO, than other uncontrolled boiler designs.

Utilities primarily use this type of boiler. Coal isthe most common fuel used by these units.
Tangentially fired boilers operated by utilities are typically larger than 400 MW, while industrial ones
almost always have heat input capacities over 100 MM Btu/hr. In general, most units with heat i nput
capacities over 100 MM Btu/hr are field erected.

2.2.3.5 Wall-fired Boilers (Coal, Oil, Natural Gas)

Wall-fired boilers are characterized by multipleindividual burners located on a single wall or
on opposing walls of the furnace. In contrast to tangentially fired boilers, each of the burnersin a
wall-fired boiler has arelatively distinct flame zone, and the burners in wall-fired boilers do not tilt.
Superheated steam temperatures are instead controlled by excess air levels, heat input, flue gas
recirculation, and/or steam attemperation (water spray). Depending on the design and location of the
burners, wall-fired boilers are referred to as single wall or opposed wall.

Wall-fired boilers are used to burn coal, oil, or natura gas, and some designs feature multifuel
capability. Almost all industrial wall-fired boilers have heat input capacities greater than 100
MM Btu/hr. Opposed-wall boilers in particular are usually much larger than 250 MM Btu/hr heat input
capacity and are much more common in utility rather than in industrial operations. Because of their
size, most wall-fired units are field erected. Field-erected watertube boilers strictly designed for oil
firing are more compact than coal-fired boilers with the same heat input, because of the more rapid
combustion characteristics of fuel oil. Field-erected watertube boilers fired by natural gas are even
more compact because of the rapid combustion rate of the gaseous fuel, the low flame luminosity, and
the ash-free content of natural gas.
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2.3 Process Heater Characterization

Process heaters are heat transfer unitsin which heat from fuel combustion is transferred to
materialsused in a production process. The process fluid stream is heated primarily for one of two
reasons. to raise the temperature for additional processing or to make chemical reactions occur. This
section describes the different classes of process heaters and major design types.

2.3.1 Classes of Process Heaters
The universe of process heaters is divided into two categories:

* indirect-fired process heater—any process heater in which the combustion gases do not
mix with or exhaust to the atmosphere from the same stack(s) or vent(s) with any gases
emanating from the process or material being processed.

» direct-fired process heater—any process heater in which the combustion gases mix with
and exhaust to the atmosphere from the same stack(s) or vent(s) with gases originating
from the process or material being processed.

Indirect-fired units are used in situations where direct flame contact with the material being
processed is undesirable because of problems with contamination and ignition of the process material.
Direct-fired units are used where such problems are not an important factor. Emissions of indirect-
fired units consist solely of the products of combustion (including those of incomplete combustion).
On the other hand, direct-fired units will generate emissions consisting not only of the products of
combustion, but also the process material(s). This means that the emissions from indirect-fired process
heaters will be generic to the fuel in use and are common across industries while emissions from
direct-fired process heaters are unique to a given process and may vary widely depending on the
process material. Only indirect-fired process heaters are considered under this proposed regulation.

M any direct-fired process heaters are being considered under separate M ACT-development projects.

In addition to the distinction between direct- and indirect-fired heaters, process heaters may
also be considered either heated feed or reaction feed. Heated feed process heaters are used to heat a
process fluid stream before additional processing. These types of process heaters are used as
preheaters for various operations in the petroleum refining industry such as distillation, catalytic
cracking, hydroprocessing, and hydroconversion. In addition, heated feed process heaters are used
widely in the chemical manufacturing industry as fired reactors (e.g., steam-hydrocarbon reformers
and olefins pyrolysis furnaces), feed preheaters for nonfired reactors, reboilers for distillation
operations, and heaters for heating transfer oils. Reaction feed process heaters are used to provide
enough heat to cause chemical reactions to occur inside the tubes being heated. Many chemical
reactions do not occur at room temperature and require the application of heat to the reactants to cause
the reaction to take place. Applications include steam-hydrocarbon reformers used in ammoniaand
methanol manufacturing, pyrolysis furnaces used in ethylene manufacturing, and thermal cracking
units used in refining operations.

2.3.2  Major Design Types

Process heaters may be designed and constructed in a number of ways, but most process
heatersinclude burner(s), combustion chamber(s), and tubes that contain process fluids. Sections
2.3.2.1 through 2.3.2.4 describe combustion chambers setups, combustion air supply, tube
configurations, and burners, respectively.

2.3.2.1 Combustion Chamber Set-Ups

Process heaters contain a radiant heat transfer area in the combustion chamber. This area heats
the process fluid stream in the tubes by flame radiation. Equipment found in this area includes the
burner(s) and the combustion chamber(s). Most heat transfer to the process fluid stream occurs here,
but these tubes do not necessarily constitute a majority of the tubesin which the process fluid flows.

Most process heaters also use a convective heat transfer section to recover residual heat from
the hot combustion gases by convective heat transfer to the process fluid stream. This section is
located after the radiant heat transfer section and also contains tubes filled with process fluid. The first
few rows of tubes in this section are called shield tubes and are subject to some radiant heat transfer.
Typically, the process fluid flows through the convective section prior to entering the radiant section to
preheat the process fluid stream. The temperature of the flue gas upon entering the convective section
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usually ranges from 800°C to 1,000°C (1,500°F to 2,000°F). Preheating in the convective section
improves the efficiency of the process heater, particularly if the tube design includes fins or other
extended surface areas. An extended tube surface area can improve efficiency by 10 percent.
Extended tubes can reduce flue gas temperatures from 800°C to 1,000°C to (1,500°F to 2,000°F) to
120°C to 260°C (250°F to 500°F).

2.3.2.2 Combustion Air Supply

Air for combustion is supplied to the burners via either natural draft (ND) or mechanical draft
(MD) systems. Natural draft heaters use ductwork systems to route air, usually at ambient conditions,
to the burners. MD heaters use fansin the ductwork system to supply air, usually preheated, to the
burners. The combustion air supply must have sufficient pressure to overcome the burner system
pressure drops caused by ducting, burner registers, and dampers. The pressure inside the firebox is
generally a slightly negative draft of approximately 49.8 to 125 Pascals (Pa) at the radiant-to-
convective section transition point. The negative draft is achieved in ND systems via the stack effect
and in M D systems via fans or blowers.

ND combustion air supply uses the stack effect to induce the flow of combustion air in the
heater. The stack effect, or thermal buoyancy, is caused by the density difference between the hot flue
gasin the stack and the significantly cooler ambient air surrounding the stack. Approximately 90
percent of all gas-fired heaters and 76 percent of all oil-fired heaters use ND combustion air supply
(EPA, 1993).

There are three types of MD combustion air supply: forced draft, induced draft, and balanced
draft. The draft types are named according to the position, relative to the combustion chamber, of the
fans used to create the pressure difference in the process heater. All three types of MD heaters rely on
the fans to supply combustion air and remove flue gas. In forced draft combustion air supply systems,
the fan is located upstream from the combustion chamber, supplying combustion air to the burners.
The air pressure supplied to the burnersin aforced draft heater is typically in the range of 0.747 to
2.49 kilopascals (kPa). Though combustion air is supplied to the burners under positive pressure, the
remainder of the process heater operates under negative pressure caused by the stack effect. In
induced draft combustion air systems, the fan islocated downstream of the combustion chamber,
creating negative pressure inside the combustion chamber.

This negative pressure draws, or induces, combustion air into the burner registers. Balanced
draft combustion air systems use fans placed both upstream and downstream (forced and induced
draft) of the combustion chamber.

There are advantages and disadvantages for both ND and MD combustion air supply. One
advantage to natural draft heaters isthat they do not require the fans and equipment associated with
M D combustion air supply. However, control over combustion air flow is not as precise in ND heaters
asin MD heaters. MD heaters, unlike ND heaters, provide the option of using alternate sources of
combustion oxygen, such as gas turbine exhaust. They also allow the use of combustion air preheat.
Combustion air preheat has limited application in ND heaters due to the pressure drops associated with
combustion air preheaters.

Combustion air preheaters are often used to increase the efficiency of M D process heaters.
The maximum thermal efficiency obtainable with current air preheat equipment is 92 percent.
Preheaters allow heat to be transferred to the combustion air from flue gas, steam, condensate,
hydrocarbon, or other hot streams. The preheater increases the efficiency of the process heater
because some of the thermal energy isreclaimed that would have been exhausted from the hot streams
via cooling towers. If the thermal energy is from a hot stream other than the flue gas, the entire plant’s
efficiency isincreased. The benefit of higher thermal efficiency isthat less fuel isrequired to operate
the heater.

2.3.2.3 Tube Configurations

The orientation of the tubes through which a process fluid stream flows is also taken into
consideration when designing a process heater. The tubes in the convective section are oriented
horizontally in most process heatersto allow cross-flow convection. However, the tubes in the radiant
area may be oriented either horizontally or vertically. The orientation is chosen on a case-by-case
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basis according to the design specifications of the individual process heater. For example, the arbor, or
wicket, type of heater is a specialty design to minimize the pressure drop across the tubes.

2.3.2.4 Burners

Many different types of burnersare used in process heaters. Burner selection depends on
several factors including process heat flux requirements, fuel type, and draft type. The burner chosen
must provide a radiant heat distribution that is consistent with the configuration of the tubes carrying
process fluid. Also, the number and location of the burner(s) depend on the process heater application.

Many burner flame shapes are possible, but the most common types are flat and conical. Flat
flames are generally used in applications that require high temperatures such as ethylene pyrolysis
furnaces, although some ethylene furnaces use conical flames to achieve uniform heat distribution.
Long conica flames are used in cases where a uniform heat distribution is needed in the radiant
section.

Fuel compatibility is also important in burner selection. Burners may be designed for
combustion of oil, gas, or a gas/oil mixture. Gas-fired burners are simpler in operation and design than
oil-fired burners and are classified as either premix or raw gas burners. In premix burners, 50 to 60
percent of the air necessary for combustion is mixed with the gas prior to combustion at the burner tip.
This air isinduced into the gas stream as the gas expands through orifices in the burner. The
remainder of the air necessary for combustion is provided at the burner tip. Raw gas burners receive
fuel gas without any premixed combustion air. Mixing occurs in the combustion zone at the burner
tip.

Qil-fired burners are classified according to the method of fuel atomization used. Atomization
is needed to increase the mixing of fuel and combustion air. Three types of fuel atomization
commonly used are mechanical, air, and steam. Steam is the most widely used method becauseit is
the most economical, provides the best flame control, and can handle the largest turndown ratios.
Typical steam requirements are 0.07 to 0.16 kilogram (kg) steam/kg of oil.

Combination burners can burn 100 percent oil, 100 percent gas, or any combination of oil and
gas. A burner with this capability generally has a single oil nozzle in the center of a group of gas
nozzles. The air needed for combustion can be controlled separately in this type of burner. Another
option is to base load the burners with one fuel and to add the other fuel to meet increases in load
demand. Combination burners add flexibility to the process heater, especially when the composition
of the fuel isvariable.

The location and number of burners needed for a process heater are aso determined on an
individual basis. Burners can be located on the ceiling, walls, or floor of the combustion chamber.
Floor- and wall-fired units are the most common burner types found in process heaters because they
are both efficient and flexible. In particular, floor-mounted burners integrate well with the use of
combustion air preheat, liquid fuels, and alternate sources of combustion oxygen such as turbine
exhaust.

The number of burnersin aheater can range from 1 to over 100. In the refinery industry, the
average number of burnersis estimated at 24 in ND heaters with an average design heat release of 69.4
million Btu per hour (M M Btu/hr). The average number of burnersis estimated at 20 in M D heaters
with ambient combustion air and an average design heat release of 103.6 MMBtu/hr. The average
number of burnersis estimated at 14 in MD heaters with combustion air preheat and an average design
heat release of 135.4 MM Btu/hr. In genera, the smaller the number of burners, the simpler the heater
will be. However, multiple burners provide a more uniform temperature distribution.
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PROFILE OF AFFECTED UNITS AND FACILITIES, AND COMPLIANCE COSTS
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The floor-level MACT, which is the final industrial boilers and process heaters rule will affect
existing and new ICl boilers and process heaters that have input capacity greater than 10 million Btus
and are fueled by fossil and nonfossil fuel solids and liquids. In addition, two above-the-floor
alternatives were investigated at proposal, Options 1A and 1B. Option 1A broadens the scope of
affected unitsto include those fuded by residual fuel oil and units of covered fud types with input
capacities less than 10 million Btus. Option 1B further expands the affected population to include all
digtillate fuel oil and natural gas-fueled units. Although descriptive statistics on the Option 1B
population are included in this section, this alternative was not analyzed for this RIA. M ore
information on these options can be found in the preamble to the proposed regul ation.

The economic impact estimates presented in Chapter 6 and the small entity screening analysis
presented in Chapter 7 are based on the estimated stock of existing units and the projection of new
units through the year 2005. They are also based on the compliance costs associated with the applying
aregulatory alternative to these units. This chapter begins with areview of the industry distribution
and technical characteristics of existing boilers and process heaters contained in the Agency’s
Inventory Database. It also presents projected growth estimates for boilers and process heaters
through the year 2005, a description of how costs are estimated, and the national engineering cost
estimates and cost-effectiveness (cost/ton) estimates by pollutant controlled.

3.1 Profile of Existing Boiler and Process Heaters Units

This section profiles existing boilers and process heaters, collectively referred to as “units,”
with respect to business applications, industry of parent company, and fuel use. The unit population
database in combination with the model units that helped in preparing that database were used to
determine which types of boilers, fuel, and control devices were in the existing unit population so that
corresponding emission factors could be developed for all combinations. The development of the
population database and the model units are discussed in the memoranda, “Development of the
Population Database for the Industrial, Commercial, and Institutional Boiler and Process Heater
National Emission Standard for Hazardous Air Pollutants (NESHAP)” and “Development of the
Model Units for the Industrial, Commercial, and I nstitutional Boiler and Process Heater National
Emission Standard for Hazardous Air Pollutants (NESHAP).” The units contained in the Inventory
Database are based on information from the Aerometric Information Retrieval System (AIRS) and
Ozone Transport Assessment Group (OTAG) databases, state and local permit records, and the
combustion source Information Collection Request (ICR) conducted by the Agency in 1997. The list
of units contained in the Inventory Database was reviewed and updated by industry and environmental
stakeholders as part of the Industrial Combustion Coordinated Rulemaking (ICCR), chartered under
the Federal Advisory Committee Act (FACA).

The entire Inventory Database contains more than 58,000 ICl boilers and process heaters;
however, only about 4,000 are estimated to be affected by the floor alternative. Of these existing units,
alittle over half had sufficient information on operating parameters to be included in the floor-level
EIA. The number of potentially affected units included in the profile for the floor alternative was
2,186. The number of units included in the profile was 3,580 for Option 1A and 22,117 for Option
1B.

3.1.1 Distribution of Existing Boilers and Facilities by Industry

Tables 3-1 through 3-3 present the number of existing boilers and process heaters and the
number of facilities owning units by two-digit SIC code and three-digit NAICS code that may be
affected by the floor or above-the-floor alternatives. For the floor alternative, the industries with the
largest number of potentially affected units are the furniture, paper, lumber, and electrical services
industries. These four industries alone account for nearly 60 percent of affected units. Almost al the
process heaters are in the lumber industry. (Chapter 4 presentsindustry profilesfor the lumber and
wood products, electrical services, and paper industries, among others.) The remaining units are
primarily distributed across the manufacturing sector and service industries. The distribution of units
affected by the Option 1A alternative is similar to that for the floor alternative, although both the
number of units and the number of facilitiesis greater for the Option 1A aternative. For Option 1B,
the industries with the greatest number of units shifts to oil and gas exploration, chemical and
transportation equipment manufacturing, and petroleum refining.
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3.1.2 Technical Characteristics of Existing Boilers

Figure 3-1 characterizes the population of 2,186 (3,580; 22,117) units identified in the
Inventory Database by capacity range, fuel type, and level of preexisting control for each alternative.
Throughout most of this section, the values in the text are for the MACT floor alternative. Those for
the above-the-floor aternatives follow in parentheses, first for Option 1A then for Option 1B.
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Table 3-1. Units and Facilities Affected by the Floor Alternative by Industry®

SIC NAICS Total
Code Code Description Boilers  Heaters Units Facilities
01 111 Agriculture—Crops 3 0 3 3
02 112 Agriculture—L ivestock 0 0 0 0
07 115 Agricultural Services 0 0 0 0
10 212 Metal Mining 9 0 9 4
12 212 Coal Mining 2 0 2 1
13 211 Oil and Gas Extraction 0 0 0 0
14 212 Mining/Quarrying—Nonmetallic Minerals 8 0 8 4
17 235 Construction—Special Trade Contractors 0 0 0 0
20 311 Food and Kindred Products 138 0 138 60
21 312 Tobacco Products 11 0 11 7
22 313 Textile Mill Products 135 0 135 71
23 315 Apparel and Other Products from Fabrics 2 0 2 2
24 321 Lumber and Wood Products 335 25 360 262
25 337 Furniture and Fixtures 234 0 234 154
26 322 Paper and Allied Products 321 0 321 194
27 511 Printing, Publishing, and Related Industries 0 0 0 0
28 325 Chemicals and Allied Products 171 3 174 70
29 324 Petroleum Refining and Related Industries 11 0 11 8
30 326 Rubber and Miscellaneous Plastics Products 17 0 17 13
31 316 Leather and Leather Products 1 0 1 1
32 327 Stone, Clay, Glass, and Concrete Products 9 0 9 7
33 331 Primary Metal Industries 41 0 41 16
34 332 Fabricated Metal Products 16 0 16 10
35 333 Industrial Machinery and Computer Equipment 23 0 23 12
36 335 Electronic and Electricd Equipment 5 0 5 5
37 336 Transportation Equipment 102 0 102 41
38 334 Scientific, Optica, and Photographic Equip. 8 0 8 4
39 339 Miscellaneous Manufacturing Industries 2 0 2 2
40 482 Railroad Transportation 4 0 4 1
42 484 Motor Freight and Warehousing 5 0 5 1
46 486 Pipelines, Except Natural Gas 0 0 0 0
(continued)
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Table 3-1. Units and Facilities Affected by the Floor Alternative by Industry®

(continued)
SIC NAICS Total
Code Code Description Boilers Heaters Units Facilities
49 221 Electric, Gas, and Sanitary Services 318 0 318 160
50 421 Wholesale Trade—Durable Goods 3 0 3 2
51 422 Whol esale Trade—Nondurable Goods 2 0 2 1
55 441 Automotive Dealers and Gasoline Service 0 0 0 0
Stations
58 722 Eating and Drinking Places 0 0 0 0
60 522 Depository Institutions 0 0 0 0
59 445454 Miscellaneous Retail 0 0 0 0
70 721 Hotels and Other Lodging Places 1 0 1 1
72 812 Personal Services 0 0 0 0
76 811 Miscellaneous Repair Services 2 0 2 1
80 621 Health Services 37 0 37 18
81 541 Legal Services 0 0 0 0
82 611 Educational Services 105 0 105 45
83 624 Social Services 2 0 2 1
86 813 M embership Organizations 0 0 0 0
87 541 Engineering, Accounting, Research, 2 0 2 2
Management and Related Services
89 711/514 Services, N.E.C. 2 0 2 1
91 921 Executive, Legislative, and General 1 0 1 1
Administration
92 922 Justice, Public Order, and Safety 29 0 29 9
94 923 Administration of Human Resources 1 0 1 1
96 926 Administration of Economic Programs 4 0 4 3
97 928 National Security and International Affairs 29 0 29 11
NA SIC Information Not Available 7 0 7 4
2,158 28 2,186 1,214

@ Based on the Inventory Database.
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Table 3-2. Units and Facilities Affected by the Option 1A Alternative by Industry®

SIC NAICS Total
Code Code Description Boilers  Heaters Units Facilities
01 111 Agriculture—Crops 6 0 6 6
02 112 Agriculture—L ivestock 0 0 0 0
07 115 Agricultural Services 0 0 0 0
10 212 Metal Mining 10 1 11 5
12 212 Coal Mining 2 0 2 1
13 211 Oil and Gas Extraction 8 10 18 4
14 212 Mining/Quarrying—Nonmetallic Minerals 10 0 10 5
17 235 Construction—Special Trade Contractors 2 0 2 1
20 311 Food and Kindred Products 163 0 163 72
21 312 Tobacco Products 22 0 22 11
22 313 Textile Mill Products 247 3 250 134
23 315 Apparel and Other Products from Fabrics 4 0 4 4
24 321 Lumber and Wood Products 434 28 462 337
25 337 Furniture and Fixtures 310 0 310 209
26 322 Paper and Allied Products 503 0 503 272
27 511 Printing, Publishing, and Related Industries 8 0 8 6
28 325 Chemicals and Allied Products 332 101 433 163
29 324 Petroleum Refining and Related Industries 54 108 162 50
30 326 Rubber and Miscellaneous Plastics Products 56 0 56 37
31 316 Leather and Leather Products 22 0 22 12
32 327 Stone, Clay, Glass, and Concrete Products 40 2 42 25
33 331 Primary Metal Industries 83 2 85 33
34 332 Fabricated Metal Products 44 0 44 28
35 333 Industrial Machinery and Computer Equipment 46 0 46 25
36 335 Electronic and Electricd Equipment 45 0 45 29
37 336 Transportation Equipment 158 0 158 61
38 334 Scientific, Optica, and Photographic Equip. 33 0 33 16
39 339 Miscellaneous Manufacturing Industries 14 0 14 10
40 482 Railroad Transportation 4 0 4 1
42 484 Motor Freight and Warehousing 5 2 7 3
46 486 Pipelines, Except Natural Gas 3 3 6 5
(continued)
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Table 3-2. Units and Facilities Affected by the Option 1A Alternative by Industry®
(continued)

SIC NAICS Total
Code Code Description Boilers Heaters Units Facilities
49 221 Electric, Gas, and Sanitary Services 371 1 372 185
50 421 Wholesale Trade—Durable Goods 3 0 3 2
51 422 Whol esale Trade—Nondurable Goods 2 0 2 1
55 441 Automotive Dealers and Gasoline Service 0 1 1 1
Stations
58 722 Eating and Drinking Places 0 0 0 0
60 522 Depository Institutions 0 0 0 0
59 445454 Miscellaneous Retail 1 0 1 1
70 721 Hotels and Other Lodging Places 1 0 1 1
72 812 Personal Services 0 0 0 0
76 811 Miscellaneous Repair Services 2 0 2 1
80 621 Health Services 40 0 40 19
81 541 Legal Services 0 0 0 0
82 611 Educational Services 114 0 114 50
83 624 Social Services 3 0 3 2
86 813 M embership Organizations 0 0 0
87 541 Engineering, Accounting, Research, 6 0 6 5
Management and Related Services
89 711/514 Services, N.E.C. 2 0 2 1
91 921 Executive, Legislative, and General 2 0 2
Administration
92 922 Justice, Public Order, and Safety 33 0 33 10
94 923 Administration of Human Resources 1 0 1 1
96 926 Administration of Economic Programs 0
97 928 National Security and International Affairs 41 0 41 13
NA SIC Information Not Available 24 0 24 18
3,318 262 3,580 1,881

@ Based on the Inventory Database.
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Table 3-3. Units and Facilities Affected by the Option 1B Alternative by Industry®

SIC NAICS Total
Code Code Description Boilers  Heaters Units Facilities
01 111 Agriculture—Crops 7 0 7 6
02 112 Agriculture—Livestock 6 0 6 1
07 115 Agricultural Services 3 0 3 1
10 212 Metal Mining 55 6 61 20
12 212 Coal Mining 20 6 26 5
13 211 Oil and Gas Extraction 497 657 1,154 371
14 212 Mining/Quarrying—Nonmetallic Minerals 48 1 49 19
17 235 Construction—Special Trade Contractors 2 0 2 1
20 311 Food and Kindred Products 441 3 444 145
21 312 Tobacco Products 69 0 69 30
22 313 Textile Mill Products 755 6 761 347
23 315 Apparel and Other Products from Fabrics 4 0 4 4
24 321 Lumber and Wood Products 561 40 601 412
25 337 Furnitureand Fixtures 499 10 509 297
26 322 Paper and Allied Products 981 0 981 493
27 511 Printing, Publishing, and Related Industries 333 3 336 134
28 325 Chemicals and Allied Products 2,265 415 2,680 913
29 324 Petroleum Refining and Related Industries 322 729 1,051 184
30 326 Rubber and Miscellaneous Plastics Products 508 36 544 268
31 316 Leather and Leather Products 91 2 93 44
32 327 Stone, Clay, Glass, and Concrete Products 423 13 436 184
33 331 Primary Metal Industries 754 197 951 314
34 332 Fabricated Metal Products 771 102 873 388
35 333 Industrial Machinery and Computer Equipment 402 19 421 191
36 335 Electronic and Electrica Equipment 430 13 443 203
37 336 Transportation Equipment 803 207 1,010 291
38 334 Scientific, Optical, and Photographic Equip. 180 2 182 71
39 339 Miscellaneous Manufacturing Industries 123 36 159 65
40 482 Railroad Transportation 4 0 4 1
42 484 Motor Freight and Warehousing 5 2 7 3
46 486 Pipelines, Except Natural Gas 8 3 11 7
(continued)
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Table 3-3. Units and Facilities Affected by the Option 1B Alternative by Industry®

(continued)
SIC NAICS Total
Code Code Description Boilers Heaters Units Facilities
49 221 Electric, Gas, and Sanitary Services 1,227 140 1,367 615
50 421 Wholesale Trade—Durable Goods 4 0 4 2
51 422 Whol esale Trade—Nondurable Goods 2 0 2 1
55 441 Automotive Dealers and Gasoline Service 0 2 2 2
Stations
58 722 Eating and Drinking Places 0 3 3 1
60 522 Depository Institutions 3 0 3 1
59 445454 Miscellaneous Retail 1 0 1 1
70 721 Hotels and Other Lodging Places 3 0 3 2
72 812 Personal Services 2 0 2 1
76 811 Miscellaneous Repair Services 58 0 58 28
80 621 Health Services 27 0 27 25
81 541 Legal Services 2 0 2 0
82 611 Educational Services 144 0 144 57
83 624 Socia Services 4 0 4 2
86 813 M embership Organizations 1 0 1 1
87 541 Engineering, Accounting, Research, 6 0 6 5
Management and Related Services
89 711/514 Services, N.E.C. 2 0 2 1
91 921 Executive, Legislative, and General 7 0 7 5
Administration
92 922 Justice, Public Order, and Safety 36 0 36 10
94 923 Administration of Human Resources 2 0 2 2
96 926 Administration of Economic Programs 11 0 11 5
97 928 National Security and International Affairs 51 3 54 15
NA SIC Information Not Available 6,163 335 6,498 2,378
19,126 2,991 22,117 8,573

@ Based on the Inventory Database.
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3.1.2.1 Floor Alternative

Capacity Range: Unit input capacities in the population are expressed in four ranges:
0-10, 10-100, 100-250, and >250 M MBtu/hr. Fifty-two percent of the units affected for
this alternative have capacities between 10 and 100 M M Btu/hr. The two largest capacity
ranges each contain approximately one quarter of the population. Only 1 percent of units
have input capacities less than 10 M M Btu/hr.

Fuel Type: About half of these units consume coal as their primary fuel (1,074 units).
After coal, the next most common fuel type is wood (479 units).

Control Level: Eighty-three percent of units have some type of control device already
installed; 289 do not. Typicd control devices include fabric filters, wet scrubbers, and
electrostatic precipitators.

3.1.2.2 Option 1A Alternative

Capacity Range: About half of the 3,580 units affected by this alternative have input
capacities between 10 and 100 MM Btu/hr. Twenty percent have capacities between 100
and 250, 16 percent have capacities greater than 250, and 13 percent have capacities less
than 10 M M Btu/hr.

Fuel Type: Coal and residual fuel oil are the primary fuel types each accounting for
slightly less than one-third of the units. The remaining third primarily consists of units
that consume wood or some other type of biomass fuel.

Control Level: Forty-one percent have no existing pollution control equipment installed.
Typical control devices include fabric filters, wet scrubbers, and electrostatic precipitators.

3.1.2.3 Option 1B Alternative

3.2

Capacity Range: More than half of the 22,117 units affected by the Option 1B alternative
have input capacities lessthan 10 MMBtu/hr. Thirty-six percent have input capacities
between 10 and 100 MM Btu/hr. The remaining 12 percent have input capacities in excess
of 100 M M Btu/hr.

Fuel Type: This alternative includes those units affected under Option 1A, as well as a
large number of natural gas units that were not affected under Option 1A. The vast
majority of the 78 percent of the total number of potentially affected units are fueled by
natural gas.

Control Level: Eighty-eight percent of the affected units have no preexisting control
equipment.

Methodology for Estimating Cost Impacts
The predominant type of control measure that is considered in the analysis of emission

reductions needed for sources to achieve the MACT floor, which isthe proposed alternative, as well as
other alternatives, are add-on control technologies. Add-on control techniques are those technologies
that are applied to the vent gas stream of the boiler or process heater to reduce emissions. The boiler
and process heaters population database includes information on all control techniques that are applied
to industrial, commercial, institutional boilers and process heaters. Generally, they can be grouped
into PM control or acid gas control. The most common technologies, and the ones analyzed for the
impacts analysis, include fabric filters, ESP’s, packed scrubbers, venturi scrubbers, and spray dryers.
In addition, when add-on technol ogies are used, the cost of ductwork and associated equipment also
needed to be considered.
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Components of capital cost include:

- purchased equipment cost of the primary device and auxiliary equipment,
- instrumentation,

- sales tax and freight, and

- installation costs. Installation costs include foundations and support, handling and erection,
electrical, piping, insulation, and painting, engineering, construction and field expenses,
contractor fees, start-up, performance tests, and contingencies.

Components of annual cost include:

- raw materials,

- utilities (electricity, fuel, steam, air, water),
- waste treatment and disposal,

- labor (operating, supervisory, maintenance),
- maintenance materials,

- replacement parts,

- overhead,

- property taxes,

- insurance,

- administration charges, and

- capital recovery costs.

For this analysis, costs were estimated in 1999 dollars. Capital recovery was calculated assuming 7
percent interest rate over the life of the equipment. The use of this interest rate is based on Office of
M anagement and Budget (OM B) guidance (Circular A-94, October 29, 1992).

The algorithms used to estimate these costs were obtained from previous EPA studies. These cost
algorithms are included as appendicies to the cost methodology memorandum in the public docket.
Inputs for the algorithms used in the impacts analysis are also presented in this memorandum.

Fabric filter

The algorithms used to estimate capital and annual costs of fabric filters were obtained from
EPA’s EPA Air Pollution Control Cost Manual. Algorithms were provided for 4 types of fabric filters:
shaker, reversed air, pulse-jet modular, and pulse-jet common. The cost algorithms for estimating capital
costs reduced to basic equations for each are provided in Appendix A-1 of the cost methodology
memorandum (henceforth called the “cost memo”). Capital costs are based on the gross cloth area of the
fabric filter, which isafunction of the gasinlet flow rate. Algorithms for calculating annual costs are
provided in Appendix A-2 of the cost memo. Annual costsinclude dust disposal, electricity,
maintenance, labor, bag replacement, maintenance labor, compressed air, overhead, administrative,
property taxes, and insurance. Capital recovery is annualized over 20 years at 7 percent interest.
Appendix A-3 of the cost memo presents the values for the inputs used in this analysis and the reasons for
their use.

Electrostatic Precipitator

The algorithms used to estimate capital and annual costs of ESPs were obtained from EPA’s Air
Pollution Control Cost Manual. Capital costs are based on the total collection plate area, which is
calculated from the gas inlet flow rate and the required removal efficiency. The cost algorithms for
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estimating capital costs of ESPs reduced to basic equations are provided in Appendix B-1 of the cost
memo. Algorithms for calculating annual costs are provided in Appendix B-2 of the cost memo. Annual
costs include dust disposal, electricity, maintenance, labor, maintenance labor, overhead, administrative,
property taxes, and insurance. Capital recovery is annudized at 7 percent interest. Appendix B-3 of the
cost memo presents the values for the inputs used in this analysis and the reasons for their use.

Venturi Scrubber

The algorithms used to estimate capital and annual costs of venturi scrubbers were obtained from
EPA cost algorithms on EPA’ s website( http://www.epa.gov/ttn/catc/products.html#cccinfo.) Capital
costs include not only the cost of the venturi scrubber but also a pump to provide motive force for the
solvent. Capital costs are based on the gas flow rate and saturation temperature of the gas-solvent. The
cost algorithms for estimating capital costs of each piece of equipment were reduced to basic equationsin
Appendix C-1 of the cost memo. The cost algorithms for estimating annual costs were reduced to basic
equationsin A ppendix C-2 of the same memorandum. Annual costsinclude wastewater disposal, solvent,
el ectricity, maintenance, labor, maintenance labor overhead, administrative, property taxes, and
insurance. Capital recovery isan annualized cost estimated using a7 percent interest rate. Appendix C-3
of the cost memo presents the values for the inputs used in this analysis and the reasons for their use.

Packed Bed Scrubber

The algorithms used to estimate capital and annual costs of packed bed scrubbers were obtained
from EPA’s Air Pollution Control Cost Manual. The capital costs are comprised of the scrubber tower,
packing, pumps, and fans. Capital costs are based primarily on gasflow rate and removal efficiency. The
cost algorithms for estimating capital costs of packed scrubber equipment reduced to their basic equations
for each are provided in Appendix D-1 of the cost memo. The cost algorithms for estimating annual costs
of packed scrubbers are provided in Appendix D-2 of the cost memo. Annual costs include caustic,
wastewater disposal, water, electricity, maintenance, labor, overhead, administrative, property taxes, and
insurance. Capital recovery is an annualized cost estimated using a7 percent interest rate. A ppendix D-3
of the cost memo presents the values for the inputs used in this analysis and the reasons for their use.

Spray Dryer

The algorithms used to estimate capital and annual costs of spray dryers were obtained from
previous EPA studies. Capital costs include the cost of the spray dryer and pumps. Capital costs are
based on the gasflow rate. The cost agorithms for estimating capital costs of spray dryer equipment
reduced to basic equations are provided in Appendix E-1 of the cost memo. The cost algorithms for
estimating annual costs for spray dryers are provided in Appendix E-2 of the cost memo. Annual costs
include lime, water, electricity, maintenance, labor, maintenance labor, overhead, administrative, property
taxes, and insurance. Capital recovery is an annualized cost estimated using a 7 percent interest rate.
Appendix E-3 of the cost memo presentsthe values for the inputs used in this analysis and the reasons for
their use.

Ductwork

The algorithms used to estimate capital and annual costs of ductwork were obtained from EPA’s
Air Pollution Control Cost Manual. Capital costs include 500 feet of ductwork, elbows, and fans. The
500 feet of ductwork was based on engineering judgement and previous experience on the distance
between emission points and control devicesin chemical facilities and the availability of space for
retrofitting controls. Costs are based on ductwork diameter, which is calculated from the gas flow rate.
The cost algorithms for estimating capital costs and annual costs reduced to basic equations are provided
in Appendix F-1 of the cost memo. Annual costs include electricity, maintenance, maintenance labor,
overhead, administrative, property taxes, and insurance. Capital recovery is an annualized cost estimated
using a 7 percent interest rate. Required inputsto the ductwork agorithms are provided in the input
tables provided in Appendices A-3, B-3, C-3, D-3, and E-3 of the cost memo.
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Good Combustion Practices

Few sources in the population database specifically reported using good combustion practices.
Boilers and process heaters within each subcategory might use any of awide variety of different work
practices, depending on the characteristics of the individual unit.

Consequently, any uniform requirements or set of work practices that would meaningfully reflect
the use of good combustion practices, or that could be meaningfully implemented across any subcategory
of boilers and process heaters could not be identified.

Additionally, few of the GCP’ s have been documented to reduce organic HAP emissions, and
they could not be considered in the MACT analysis. One GCP that may effect organic HAP emissionsis
maintaining CO emission levels. CO is generally an indicator of incomplete combustion because CO will
burn to carbon dioxide if adequate oxygen is available. Controlling CO emissions is a mechanism for
ensuring combustion efficiency, and therefore may be viewed as akind of GCP.

Capital and annual costs for CO monitoring is presented in Appendix G of the cost memo. The
costing information was obtained from a previous EPA study. Capital costs are comprised of the initial
cost of the equipment. Annual costs include operating and maintenance costs, annual and quarterly
checks, recordkeeping and reporting, taxes, insurance, and administrative costs. Annualized costs such as
capital recovery costs are calculated assuming an equipment life of 20 years and an interest rate of 7
percent.

Testing and Monitoring Costs

The rule includes emission limitsfor HCI, PM, metallic HAP, and mercury. Additionally, as
mentioned in Chapter 1 of this RIA and the preamble, the rule allows sources to meet requirements by
monitoring fuel content instead of emissions. Consequently, testing and monitoring costs of meeting the
standards were incorporated into the cost estimates. Capital costs for testing include initial stack tests
for PM, HCI, and metals for fossil fuels, and materials and fuel analysis for biomass. Capital cost
components include operation and maintenance costs and capital recovery assuming the initial capital
investment isannualized over a5 year period at 7 percent interest. Monitoring costs are included for
opacity monitoring, HCl monitoring, and scrubber parametric monitoring.> Monitoring costs include the
capital cost of monitoring equipment, and the annual costs of capital recovery assuming the initial capital
investment is annualized over a 20 year period at 7 percent interest. Annual monitoring costs also include
operation and maintenance as well as other additional costs. The testing and monitoring costs are shown
in Table 3-4. Appendix G of the cost memo includes further details on these costs. Information used to
estimate testing and monitoring costs were obtained from previous EPA studies.

Table 3-4. Testing and Monitoring Costs for Units Covered by the Proposed Rule

®  The monitoring costs reported for existing units are not the cost of continuous emission monitors
(CEM), but the costs associated with monitoring the process parameters of the control device.
Installation of these process monitors are integral to the control device and would be installed with
or without the monitoring requirements of the MACT. Therefore, even though we present these
monitoring costs separately, they are included in the overall reported control costs and should not
be considered as an additional cost for emission monitoring.
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Material or Fuel No. of No. of Total Total Total Annual Total
Industrial Process Capital Annual Annual Capital Annual
Boilers Heaters | Investment | Costs of Costs of Recovery - Costs of

of Testing Testing Monitoring | Testing and | Testing and
and (&) (&) Monitoring | Monitoring
Monitoring (19999) (19999)
®

Regular Use Units

Coal 2,328 0 151,169,238 | 63,608,655 | 59,828,340 8,265,169 123,436,995

Coal/Wood/NFF* 169 0 8,847,579 2,444,456 1,302,784 280,698 3,747,240

Liquid/NFF Solid

Gas 30,473 13,481 0 0 0 0 0

Gas/Wood/Other 201 0 9,831,749 2,909,994 2,327,840 447,120 5,237,834

Biomass/Liquid

FF

Distillate Liquid 2,921 353 0 0 0 0 0

FF

NFF Liquid/NFF 115 11 7,452,131 3,074,918 2,930,348 404,077 6,005,266

Solid/Gas

Wood 663 42 26,446,200 5,268,614 6,392,240 1,411,706 11,660,854

Wood/Other 147 0 8,180,852 3,003,146 2,001,492 299,112 5,004,638

Biomass/NFF

Liquid/NFF Solid

Residua Liquid 2,036 674 0 0 0 0 0

FF

Bagasse/Other 132 0 5,821,106 490,000 2,891,728 412,546 3,381,728

Total for Regular 39,185 14,561 217,748,855 | 80,799,783 | 77,674,772 11,520,428 158,114,555

Use Units

Limited Use Units

Coal 198 0 6,427,715 1,584,000 | 1,716,416 457,169 3,330,416

Coal/Wood/NFF 4 0 119,600 32,000 29,772 8,268 61,772

Liquid/NFF Solid

Gas 2,314 624 0 0 0 0 0

Gas/Wood/Other 8 0 290,366 64,000 105,020 21,366 169,020

Biomass/Liquid

FF

Distillate Liquid 672 31 0 0 0 0 0

FF

NFF Liquid/NFF 4 1 156,800 40,000 39,696 11,024 79,696

Solid/Gas

Wood 28 0 1,074,549 224,000 331,200 80,279 555,200

Wood/Other 6 0 194,000 48,000 49,620 13,780 97,620

Biomass/NFF

Liquid/NFF Solid

Residual Liquid 533 31 0 0 0 0 0

FF
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Material or Fuel No. of No. of Total Total Total Annual Total
Industrial Process Capital Annual Annual Capital Annual
Boilers Heaters | Investment | Costs of Costs of Recovery - Costs of
of Testing Testing Monitoring | Testing and | Testing and
and (&) (&) Monitoring | Monitoring
Monitoring (19999) (19999)
®
Total for Limited 3,767 687 8,263,030 1,992,000 2,271,724 591,886 4,263,724
Use Units
Grand Total 42,952 15,248 226,011,885 | 82,791,783 | 79,946,496 12,112,314 162,738,279

2NFF = costs for unitsthat are not fossil fueled; FF = units that are fossil fuded.

Costs to Control Non-Air Effects Related to Rule Implementation

The EPA estimated the additional water usage that would result from the MACT floor level of
control to be 110 million gallons per year for existing sourcesand 0.6 million gallons per year for new
sources. Inaddition to the increased water usage, an additional 3.7 million gallons per year of
wastewater would be produced for existing sources and 0.6 million gallons per year for new sources.
The EPA estimated the additional solid waste that would result fromthe MACT floor level of control to
be 102,000 tons per year for existing sources and 1 ton per year for new sources The costs ($900,000) of
handling the additional solid waste generated from applying M ACT floor technology are accounted for in
the control cost estimates for ESP and fabric filter applications. The costs ($20,000) of treating
wastewater from venturi and packed bed scrubber are also accounted for in the control cost estimates.

Cost Uncertainties

The primary limitation to the cost estimates developed for the proposed rule is that costs were
calculated for model units rather than each individual boiler or process heater. Consequently, the costs do
not characterize any “real” unit. Thiswas done for practical reasons. Because there are over 60,000
unitsin the U.S., it would not be possible to gather unit-specific information for each unit necessary for
estimating costs, such as flue gas temperatures and flow rates. Additionally, emission information was
only available for lessthan 1 percent of the units. In order to estimate costs and emission reductions of
the proposed rule, model units were developed to represent the population of boilers and process heaters
in the U.S. While sufficient information was not available for characterizing each unit, sufficient
emissions and process information were available to develop model units. Each unit in the U.S. was then
assigned to amodel based on their size and fuel burned. It also should be noted that the costing
methodology is the cost algorithms for the control devices provide a cost range of +/- 30 percent. This
aspect of the costing methodology reflects the degree of variability typically found in study-level cost
estimates. Thisis also the degree of variability found in the cost methodology employed in the EPA Air
Pollution Control Cost Manual, which is an important reference for the cost estimates supplied in the
RIA. Cost information available to owners and operators of boilers and process heaters will be more
specific and accurate. Consequently, the cost estimates may overestimate or underestimate costs.

3.3 Projection of New Boilers and Process Heaters

Energy Information Administration fuel consumption forecasts were used in conjunction with
existing model boiler population datato project the number and type of new boilersto beinstalled by
2005. EPA used the following steps to calculate new boiler population estimates:

1. Calculate the percentage change in industrial fuel consumption. Energy Information
Administration datawere used to obtain industrial and commercial fuel use projections. The
percentage change in consumption (1998 to 2005) in the indugtrial and commercial sectors
was calculated for the following fuel categories using 1998 asthe base year (the same year
that the modd boiler algorithms are based on): steam coal (2.6%), natural gas (6.3%),
residud fuel oil (-7.4%), distillate fuel oil (12.0%), and biomass (11.5%). It should be noted
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that 1998 was ayear of below average energy prices, and that current and potential future
energy pricesare higher than the historical average. If real fuel prices increase faster than
the EIA’s projections, then conservation measures may lead to fewer projected boilers and
process heaters. This trend would lead to an overestimate (upward bias) of the impact
estimates presented in this report.

2. Estimate the number of new boilers by model number-fuel type. To predict the number of
new boilers in operation by 2005, EPA applied the percentage difference for each fuel
category to the 1998 fuel consumption of boilers represented by the boiler models to calculate
total energy consumed by boilersin 2005 for each model number. The number of new
boilers per model was calculated by dividing the model fuel forecasts by the annual fuel
consumption of one unit and then subtracting the number of units present in 1998, as follows:

Number of _ ( Total energy consumed (2005) [MMBtu/yr]|  Number of
New Units Avg capacity [MMBtwhr] x 8,760 [hr/yr] Units

Following these steps, EPA projectsthat 1,458 boilers and 374 process heaters to be installed
between 1998 and 2005 will be affected by the new source M ACT floor and the Option 1A alternative.
Theonly new ICI boilers and process heaters that will be unaffected are those natural gas and distillate
fuel unitsthat have input capacities lessthan 10 MMBtu/hr. These projections were developed by model
unit type, not by industry. To assessthe distribution of the boilers and process heaters estimated to be
operating in 2005 across industries, EPA attached unit-level weights by model number to each unit in the
Inventory Database. These weights allow each unit in the Inventory Database to represent a number (or
fraction) of unitsthat are predicted to bein use by the end of 2005. The weights were then summed by
two-digit SIC code to estimate the distribution of units by industry.

(1998)

Table 3-6 presents the projected number of new boilers and process heaters for the MACT floor
and OptionlA above-the-floor alternatives. Industries with the estimated greatest concentrations of new
units include chemicals and allied products (295), petroleum refining (198), electric services (134), and
paper and allied products (96). New source estimates by industry were not developed for the Option 1B
above-the-floor aternative.

3.4 National Engineering Population, Cost Estimates, and Cost-Effectiveness Estimates

The Agency estimates that in 2005 5,562 units (existing units and new units) may be affected by
the floor alternative and 9,163 units may be affected by the Option 1A above-the-floor alternative. These
populations were used to estimate national engineering costs. The population estimates were determined
by unit configuration, not by industry. Thus, the distribution of units by industry shown in Tables 3-6 and
3-7 was determined by weighting existing units by the estimates by unit configuration and tallying
weighted units by SIC code. The average cost of control by unit configuration was multiplied by the
weighted number of units to determine industry-level control cost estimates.

Table 3-8 presents industry-level population and cost estimates for boilers and process heaters
for both the floor and above-the-floor alternatives. The distribution of weighted units across industries
mirrorsthat of the analysis population even though it was determined by weighting units by
configuration, not industry-level growth estimates. The floor cost of control for the estimated 5,562
boilers and process heaters is $863.0 million, with an average per-unit additional control cost of
$155,157. The Option 1A cost of control for the 9,163 potentially affected unitsis $1,995.8 million, with
an average per-unit cost of $217,811.

The Agency estimates that Option 1B will potentially affect 62,215 boilers and process heaters.
The Option 1B cost of control for the 62,215 potentially affected unitsis $2,944.8 million. Option 1B
costs are not presented by industry because approximately one-third of the units did not have SIC code
(and, hence, no NAICS code) information.
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To provide additional information on the magnitude of the cost estimates, Table 3-5 shows the
cost-effectiveness (cost/ton reduced estimates) for the HA P and non-HAP pollutants whose emissions are
reduced by thisrule.

Table 3-5. Cost Effectiveness (C/E) of Industrial Boiler and Process Heater MACT on Existing
Units and Subcategories.

Total Large Solid Large Solid Large Solid Limited Use
Annualized fuel fuel fuel Solid fuel
Costs Subcategory Subcategory - | Subcategory - | Subcategory
Coal Only Wood Only

Control Costs || 833,273,781° | 810,422,230 669,353,690 141,068,540 22,851,551

(%)

PM Emissions [[ 565,900 563,060 359,920 203,140 2,840

Reduction

(Tong/Y ear)

C/IE 1,472% 1,439 1,860 694 8,046

($/ton PM)

Metals 1,093 1,087 591 496 6

Emissions

Reduction

(Tong/Y ear)

CIE 762,373° 745,558% 1,132,578° 284,412% 3,808,592%

($/ton metals)

HCI 46,515 46,515 45,136 1,379

Emissions

Reduction

(Tong/Y ear)
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C/E
($/ton HCI)

17,914°

17,4228

14,830°

102,298°

HAP
Emissions
Reduction
(Tong/Y ear)

47,608

47,602

45,727

1,875

C/E
($/ton HAP)

17,502

17,025

14,638

75,236

3,808,500

@ The cost-effectiveness value is based on the total annualized cost of the rule and not on the cost for
controlling the specific pollutant, and, thus, overstates the cost/ton for the specific HA P or other pollutant.

P Costs are in 1999 dollars. Emission reductions are calculated for 2005.
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Table 3-6. New Unit Projections by Industry, MACT Floor and Option 1A Alternatives

SIC NAICS Floor Alternative | Option 1A Alternative
Code Code Description New Units Cost New Units Cost

01 111 Agriculture—Crops — — — —
02 112 Agriculture—Livestock — — — —
07 115  Agricultural Services — — — —
10 212  Metal Mining 6 $47,040 6 $47,040
12 212 Coal Mining 1 $7,840 1 $7,840
13 211  Oil and Gas Extraction 89 $697,760 89 $697,760
14 212 Mining/Quarrying—Nonmetallic Minerals 6 $87,740 6 $87,740
17 235  Construction—Specia Trade Contractors — — — —
20 311  Food and Kindred Products 63 $801,836 63 $11,170,93

1
21 312  Tobacco Products 7 $54,880 7 $54,880
22 313  Textile Mill Products 73 $1,329,391 73 $1,463,682
23 315  Apparel and Other Products from Fabrics — — — —
24 321  Lumber and Wood Products 61 $1,748,655 61 $10,621,23

2
25 337 Furniture and Fixtures 47 $1,354,701 47  $4,306,979
26 322 Paper and Allied Products 96 $1,526,704 96  $15,984,33

2
27 511 Printing, Publishing, and Related Industries 19 $148,960 19 $148,960
28 325  Chemicals and Allied Products 295 $3,793,738 295  $3,883,243
29 324 Petroleum Refining and Related Industries 198 $1,552,320 198  $1,552,320
30 326 Rubber and Miscellaneous Plastics Products 44 $385,660 44 $385,660
31 316  Leather and Leather Products 5 $39,200 5 $39,200
32 327  Stone, Clay, Glass, and Concrete Products 37 $549,975 37 $549,975
33 331 Primary Metal Industries 80 $2,873,492 80 $2,873,492
34 332  Fabricated Metal Products 53 $496,920 53 $496,920
35 333  Industrial Machinery and Computer 35 $396,500 35 $396,500

Equipment
36 335 Electronic and Electrica Equipment 40 $313,600 40 $313,600
37 336  Transportation Equipment 80 $1,133,423 80 $1,357,219
38 334  Scientific, Optical, and Photographic 11 $86,240 11 $86,240
Equipment
39 339  Miscellaneous Manufacturing Industries 9 $162,323 9 $254,722
40 482 Railroad Transportation — — — —
42 484  Motor Freight and Warehousing 1 $48,540 1 $48,540
(continued)
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Table 3-6. New Unit Projections by Industry, MACT Floor and Option 1A Alternatives

(continued)
SIC NAICS Floor Alternative Option 1A Alternative
Code Code Description New Units Cost New Units Cost
46 486 Pipelines, Except Natural Gas 1 $7,840 1 $7,840
49 221 Electric, Gas, and Sanitary Services 134 $2,094,546 134 $10,490,757
50 421 Wholesale Trade—Durable Goods — — — —
51 422 Wholesale Trade—Nondurable Goods — — — —
55 441 Automotive Dealers and Gasoline Service — — — —
Stations
58 722 Eating and Drinking Places — — — —
59 445-454 Miscellaneous Retail — — — —
60 522 Depository Institutions — — — —
70 721 Hotels and Other Lodging Places — — — —
72 812 Personal Services 1 $7,840 1 $7,840
76 811 Miscellaneous Repair Services — — — —
80 621 Health Services 6 $209,840 6 $209,840
81 541 Legal Services — — — —
82 611 Educational Services 19 $815,855 19 $815,855
83 624 Social Services — — — —
86 813 Membership Organizations — — — —
87 541 Engineering, Accounting, Research, 2 $388,350 2 $388,350
Management and Related Services
89 711/514 Services, N.E.C. — — — —
91 921 Executive, Legislative, and General — — — —
Administration
92 922 Justice, Public Order, and Safety 4 $153,460 4 $153,460
94 923 Administration of Human Resources — — — —
96 926 Administration of Economic Programs — — — —
97 928 National Security and International Affairs 2 $97,080 2 $97,080
NA SIC Information Not Available 307 $2,497,327 307 $2,586,832
State Parent is a State Government — — — —
1,832  $25,909,574 1,832 $71,586,861
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Table 3-7. Unit Cost and Population Estimates for the Floor Alternative by Industry, 2005

Total Units Total Cost
SIC NAICS Floor Floor Costs
Code Code Description Units Percent (by Unit) Percent
01 111 Agriculture—Crops 5 0.08% $628,943 0.07%
02 112 Agriculture—Livestock — 0.00% — 0.00%
07 115 Agricultural Services — 0.00% — 0.00%
10 212 Metal Mining 27 0.48% $6,651,678 0.77%
12 212 Coal Mining 6 0.10% $683,026 0.08%
13 211 Oil and Gas Extraction 89 1.60% $697,760 0.08%
14 212 Mining/Quarrying—Nonmetallic Minerals 25 0.46% $8,253,479 0.96%
17 235 Construction—Specia Trade Contractors — 0.00% — 0.00%
20 311 Food and Kindred Products 312 5.60% $37,774,020 4.38%
21 312 Tobacco Products 28 0.51% $6,014,216 0.70%
22 313 Textile Mill Products 360 6.47% $74,152,804 8.59%
23 315 Apparel and Other Products from Fabrics 4 0.08% $679,510 0.08%
24 321 Lumber and Wood Products 483 8.68% $48,896,055 5.67%
25 337 Furniture and Fixtures 311 5.59% $29,632,880 3.43%
26 322 Paper and Allied Products 565 10.15% $123,008,263 14.25%
27 511 Printing, Publishing, and Related Industries 19 0.34% $148,960 0.02%
28 325 Chemicals and Allied Products 644 11.58% $116,236,183 13.47%
29 324 Petroleum Refining and Related Industries 217 3.91% $4,620,563 0.54%
30 326 Rubber and Miscellaneous Plastics Products 73 1.32% $6,356,835 0.74%
31 316 Leather and L eather Products 7 0.13% $607,530 0.07%
32 327 Stone, Clay, Glass and Concrete Products 57 1.02% $6,253,678 0.72%
33 331 Primary Metal Industries 159 2.85% $27,110,619 3.14%
34 332 Fabricated Metal Products 87 1.56% $10,042,680 1.16%
35 333 Industrial Machinery and Computer Equipment 84 1.51% $11,208,392 1.30%
36 335 Electronic and Electrical Equipment 52 0.93% $3,744,828 0.43%
37 336 Transportation Equipment 300 5.39% $55,440,341 6.42%
38 334 Scientific, Opticd, and Photographic 26 0.46% $3,511,206 0.41%
Equipment
39 339 Miscellaneous Manufacturing Industries 12 0.22% $826,346 0.10%
40 482 Railroad Transportation 9 0.16% $1,251,062 0.14%
42 484 Motor Freight and Warehousing 12 0.22% $2,128,148 0.25%
(continued)
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Table 3-7. Unit Cost and Population Estimates for the Floor Alternative by Industry, 2005

(continued)
Total Units Total Cost
SIC  NAICS Floor Floor Costs
Code Code Description Units Percent (by Unit) Percent
46 486 Pipelines, Except Natural Gas 1 0.02% $7,840 0.00%
49 221 Electric, Gas, and Sanitary Services 718 12.91% $150,341,645 17.42%
50 421 Wholesale Trade—Durable Goods 6 0.12% $2,154,760 0.25%
51 422 Wholesale Trade—Nondurable Goods 4 0.07% $1,673,511 0.19%
55 441 Automotive Dealers and Gasoline Service — 0.00% — 0.00%
Stations
58 722 Eating and Drinking Places — 0.00% — 0.00%
59  445-454 Miscellaneous Retall — 0.00% — 0.00%
60 522 Depository Institutions — 0.00% — 0.00%
70 721 Hotels and Other Lodging Places 2 0.04% $567,811 0.07%
72 812 Personal Services 1 0.02% $7,840 0.00%
76 811 Miscellaneous Repair Services 4 0.08% $625,531 0.07%
80 621 Health Services 86 1.55% $15,172,212 1.76%
81 541 Legal Services — 0.00% — 0.00%
82 611 Educational Services 251 4.52% $60,490,956 7.01%
83 624 Social Services 5 0.08% $820,191 0.10%
86 813 Membership Organizations — 0.00% — 0.00%
87 541 Engineering, Accounting, Research, 38 0.68% $2,240,544 0.26%
Management and Related Services
89 711/514  Services, N.E.C. 2 0.04% $918,360 0.11%
91 921 Executive, Legislative, and General 2 0.04% $312,765 0.04%
Administration
92 922 Justice, Public Order, and Safety 69 1.23% $13,707,649 1.59%
94 923 Administration of Human Resources 2 0.04% $314,316 0.04%
96 926 Admini stration of Economic Programs 8 0.15% $2,300,308 0.27%
97 928 National Security and International Affairs 64 1.16% $18,018,010 2.09%
NA SIC Information Not Available 326 5.86% $6,747,652 0.78%
State Parent is astate government — 0.00% — 0.00%
5,562 $862,981,906
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Table 3-8. Unit Cost and Population Estimates for the Option 1A Above-the-Floor
Alternative by Industry, 2005

Total Units Total Cost
SIC  NAICS Option Option 1A Costs
Code Code Description 1A Units Percent (by Unit) Percent
01 111 Agriculture—Crops 11 0.12% $1,633,841 0.08%
02 112 Agriculture—Livestock — 0.00% — 0.00%
07 115 Agricultural Services — 0.00% — 0.00%
10 212 Metal Mining 34 0.37% $8,952,098 0.45%
12 212 Coal Mining 6 0.06% $683,026 0.03%
13 211 Oil and Gas Extraction 137 1.50% $6,070,001 0.30%
14 212 Mining/Quarrying—Nonmetallic Minerals 31 0.34% $17,958,177 0.90%
17 235 Construction—Specia Trade Contractors 2 0.03% $230,525 0.01%
20 311 Food and Kindred Products 376 4.10% $122,487,346 6.14%
21 312 Tobacco Products 56 0.61% $13,685,614 0.69%
22 313 Textile Mill Products 673 7.34% $147,094,726 7.37%
23 315 Apparel and Other Products from Fabrics 10 0.11% $1,213,586 0.06%
24 321 Lumber and Wood Products 620 6.77% $89,961,854 4.51%
25 337 Furniture and Fixtures 421 4.60% $50,045,573 2.51%
26 322 Paper and Allied Products 1,050 11.46% $323,736,302  16.22%
27 511 Printing, Publishing, and Related Industries 37 0.40% $1,824,933 0.09%
28 325 Chemicals and Allied Products 1,359 14.83% $293,027,205  14.68%
29 324 Petroleum Refining and Related Industries 677 7.38% $73,172,001 3.67%
30 326 Rubber and Miscellaneous Plastics Products 178 1.94% $18,100,195 0.91%
31 316 Leather and L eather Products 66 0.72% $6,924,480 0.35%
32 327 Stone, Clay, Glass and Concrete Products 154 1.68% $17,509,996 0.88%
33 331 Primary Metal Industries 271 2.95% $65,174,064 3.27%
34 332 Fabricated Metal Products 165 1.80% $22,066,661 1.11%
35 333 Industrial Machinery and Computer Equipment 151 1.65% $26,418,385 1.32%
36 335 Electronic and Electrical Equipment 167 1.82% $18,770,867 0.94%
37 336 Transportation Equipment 453 4.95% $107,402,909 5.38%
38 334 Scientific, Opticd, and Photographic 104 1.13% $13,638,983 0.68%
Equipment
39 339 Miscellaneous Manufacturing Industries 37 0.41% $4,222,427 0.21%
40 482 Railroad Transportation 9 0.10% $2,240,871 0.11%
42 484 Motor Freight and Warehousing 19 0.21% $3,475,610 0.17%
(continued)
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Table 3-8. Unit Cost and Population Estimates for the Option 1A Above-the-Floor
Alternative by Industry, 2005 (continued)

Total Units

Total Cost

SIC NAICS Option 1A Option 1A Costs
Code Code Description Units Percent (by Unit) Percent
46 486 Pipelines, Except Natural Gas 19 0.21% $1,959,589 0.10%
49 221 Electric, Gas, and Sanitary Services 865 9.44% $331,479,389  16.61%
50 421 Whol esale Trade—Durable Goods 6 0.07% $2,675,296 0.13%
51 422 Wholesale Trade—Nondurable Goods 4 0.04% $2,693,380 0.13%
55 441 Automotive Dealers and Gasoline Service 2 0.02% $195,421 0.01%
Stations
58 722 Eating and Drinking Places — 0.00% — 0.00%
59 445454 Miscellaneous Retal 3 0.03% $259,585 0.01%
60 522 Depository Institutions — 0.00% — 0.00%
70 721 Hotels and Other Lodging Places 2 0.02% $849,114 0.04%
72 812 Personal Services 1 0.01% $7,840 0.00%
76 811 Miscellaneous Repair Services 4 0.05% $1,120,435 0.06%
80 621 Health Services 93 1.01% $22,545,605 1.13%
81 541 Lega Services — 0.00% — 0.00%
82 611 Educational Services 273 2.98% $91,770,778 4.60%
83 624 Social Services 8 0.08% $1,448,405 0.07%
86 813 Membership Organizations — 0.00% — 0.00%
87 541 Engineering, Accounting, Research, 49 0.54% $5,016,627 0.25%
Management and Related Services
89 711/514 Services, N.E.C. 2 0.02% $1,211,582 0.06%
91 921 Executive, Legidative, and Genera 5 0.06% $845,423 0.04%
Administration
92 922 Justice, Public Order, and Safety 77 0.85% $21,308,885 1.07%
94 923 Administration of Human Resources 2 0.02% $314,316 0.02%
96 926 Admini stration of Economic Programs 8 0.09% $4,200,975 0.21%
97 928 National Security and International Affairs 96 1.05% $36,080,306 1.81%
NA SIC Information Not Available 368 4.01% $12,099,975 0.61%
State Parent is a state government — 0.00% — 0.00%
9,163 $1,995,805,181
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This chapter contains profiles of the major industries affected by the MACT for industrial boilers
and process heaters. Included are profiles of the following industries:

o Textile Mill Products (SIC 22/NAICS 313)

e Lumber and Wood Products (SIC 24/NAICS 321)

e Furniture and Related Product Manufacturing (SIC 25/NAICS 337)
+ Paper and Allied Products (SIC 26/NAICS 322)

* Medicinal Chemicals and Botanical Products and Pharmaceutical Preparations (SICs 2833,
2834/NAICS 32451)

¢ Industrial Organic Chemicals (SIC 2869/NAICS 3251)
o Electric Services (SIC 4911/NAICS 22111)

4.1 Textile Mill Products (SIC 22/NAICS 313)

The textile industry is one of the few industries found throughout the world, from the most
industrialized countries to the poorest. Thisindustry includes firms producing the following products:
broadwoven fabric; weft, lace, and warp knit fabrics; carpets and rugs; spun yarn products; and man-made
fibers. The United States has typically run atrade deficit in the textiles sector in recent years, importing
about $1.3 billion more than was exported in 1995. Although trade has become an increasingly important
part of thisindustry, trade in this segment is relatively small compared with trade in the downstream
apparel segment. In 1996, the total value of shipments for the textile industry was $80,242 million.

4.2 Lumber and Wood Products (SIC 24/NAICS 321)

The lumber and wood products industry comprises a large number of establishments engaged in
logging; operating sawmills and planing mills; and manufacturing structural wood panels, wooden
containers, and other wood products. Table 4-1 lists the lumber and wood products markets that are
likely to be affected by the regulation on boilers. M ost products are produced for the domestic market,
but exports increasingly account for a larger proportion of sales (Haltmaier, 1998). The largest
consumers of lumber and wood products are the remodeling and construction industries.

Table 4-1. Lumber and Wood Products Markets Likely to Be Affected by the Regulation

SIC NAICS Description
2421 321113 Sawmills and Planing Mills, General
2434 33711 Wood Kitchen Cabinets
2449 32192 Wood Containers, N.E.C.
2491 32114 Wood Preserving
2493 321219 Reconstituted Wood Products
2499 321999 Wood Products, N.E.C.
Source: Industrial Combustion Coordinated Rulemaking (ICCR). 1998.

Data/l nformation Submitted to the Coordinating Committee at the Final Meeting
of the Industrial Combustion Coordinated Rulemaking Federal Advisory
Committee. EPA Docket Numbers A-94-63, 11-K-4b2 through -4b5. Research
Triangle Park, North Carolina. September 16-17.



In 1996, the lumber and wood products industry’s total value of shipments was
$85,724.0 million. Asseenin Table 4-2, shipment values increased steadily through the late 1980s before
declining slightly through the early 1990s as new construction starts and furniture purchases declined
(Haltmaier, 1998). Shipment values recovered, however, as the economy expanded in the mid-1990s.

4.2.1 Supply Side of the Industry

This section describesthe lumber industry’ s production processes, output, costs of production, and
capacity utilization.

4.2.1.1 Production Processes

Sawn lumber. Sawn lumber is softwood or hardwood trimmed at a sawmill for future usesin
construction, flooring, furniture, or other markets. Softwoods, such as Douglas fir and spruce, are used for
framing in residential or light-commercial construction. Hardwoods, such as maple and oak, are used in
flooring, furniture, crating, and other applications.

Lumber is prepared at mills using a four-step process. First, logs are debarked and trimmed into
cants, or partialy finished lumber. The cants are then cut to specific lengths. Logs are generally kept wet
during storage to prevent cracking and to keep them supple. However, after being cut, the boards undergo
a drying process, either in open air or in akiln, to reduce the moisture content. The drying process may
take several months and varies according to the plant’s climate and the process used. Finally, the lumber
may be treated with a surface protectant to prevent sap stains and prepare it for export (EPA, 1995a).

Reconstituted wood products. Reconstituted wood products, such as particleboard, medium
density fiberboard, hardboard, and oriented strandboard, are made from raw wood that is combined with
resins and other additives and processed into boards. The size of the wood particles used varies from
sawdust to strands of wood. Once combined, the ingredients are formed into a mat and then, at high
temperatures, pressed into aboard. A final finishing process prepares the boards for delivery.

Wood preserving. Wood is treated with preservative to protect it from mechanical, physica, and
chemical influences (EPA, 1995a). Treatment agents are either water-based inorganics, such as copper
arsenate (78 percent), or oil-borne organics, such as creosote (21 percent) (EPA, 1995a). Wood

Table 4-2. Value of Shipments for the Lumber and Wood Products Industry
(SIC 24/NAICS 321), 1987-1996

Year Value of Shipments (1992 $10°)
1987 85,383.4
1988 85,381.2
1989 85,656.8
1990 86,203.0
1991 81,666.0
1992 81,564.8
1993 74,379.6
1994 79,602.0
1995 87,574.6
1996 85,724.0
Sources: U.S. Department of Commerce, Bureau of the Census. 1996. 1992 Census of

Manufactures, Subject Series: General Summary. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures [Multiple Years]. Washi4n%ton, DC: Government Printing Office.



preservatives are usually applied using a pressure treatment process or a dipping tank. Producers achieve
the best results when the lumber’ s moisture content is reduced to a point where the preservative can be
easily soaked into the wood. Treated wood is then placed in akiln or stacked in alow-humidity climate to
dry.

4.2.1.2 Types of Output

The lumber and wood products industry produces essential inputs into the construction,
remodeling, and furniture sectors. Lumber and reconstituted wood products are produced in an array of
sizes and can be treated to enhance their value and shelf-life. These products are intermediate goods; they
are purchased by other industries and incorporated into higher value-added products. In addition to
sawmills, the lumber and wood products industry includes kitchen cabinets, wood containers, and other
wooden products used for fabricating finished goods for immediate consumption.

4.2.1.3 Major By-Products and Co-Products

Shavings, sawdust, and wood chips are the principa co-products of sawn lumber. Paper mills and
makers of reconstituted wood products frequently purchase this material as an input. By-products are
limited to emissions from the drying process and from use of preservatives.

Very little solid waste is generated by recongtituted wood products manufacturing. Because the
production process incorporates all parts of the sawn log, littleis left over as waste. However, air
emissions from dryers are a source of emissions.

Wood preserving results in two types of by-products: air emissions and process debris. As
preservatives dry, either in akiln or outside, they emit various chemicalsinto the air. At plants with
dipping processes, wood chips, stones, and other debris build up in the dipping tank. The debrisis
routinely collected and disposed of.

4.2.1.4 Costs of Production

The costs of production for the wood products industry fluctuate with the demand for the
industry’s products. Most notably, the costs of production steadily declined during the early 1990s as
recession stifled furniture purchases and new housing starts (see Table 4-3). Overall, employment in the
lumber and wood products industry increased approximately 6 percent from 1987 to 1996. During this
same period, payroll costs decreased 12 percent, indicating a decrease in average annual income per
employee. New capital investment and costs of materials generally moved in tandem over the 10-year
period, increasing from 1987 to 1990 and 1994 to 1996 and decreasing from 1991 to 1993.

4.2.1.5 Capacity Utilization

Full production capecity is broadly defined as the maximum level of production an establishment
can obtain under normal operating conditions. The capacity utilization ratio is the ratio of the actual
production level to the full production level. Table 4-4 presents the historical trends in capacity utilization
for the lumber and wood products industry. The varying capacity utilization ratios reflect adjusting
production levels and new production facilities going on- or off-line. The capacity utilization ratio for the
industry in 1996 was 78; the average over the last 6 years was 79 percent.

4.2.2 Demand Side of the Industry

This section describes the demand side of the market, including product characteristics, the uses
and consumers of the final products, organization of the industry, and markets and trends.

4.2.3  Product Characteristics



Lumber and wood products are valued both for their physical attributes and their relative low cost.
Wood is available in varying degrees of durability, shades, and sizes and can be easily shaped. Lumber
and wood products have long been the principal raw materials for the residential and light commercial
construction industries, the remodeling industry, and the furniture industry.

Table 4-3. Inputs for the Lumber and Wood Products Industry (SIC 24/NAICS 321),
1987-1996

Labor New Capital
Quantity Payroll Materials Investment
Year (10% (1992 $10°) (1992 $10°) (1992 $10°)
1987 698.4 15,555.5 50,509.2 2,234.3
1988 702.4 15,800.0 51,341.0 2,099.4
1989 684.2 15,381.3 51,742.2 2,329.9
1990 677.7 15,612.9 53,369.0 2,315.3
1991 623.6 14,675.8 50,416.3 2,006.5
1992 655.8 13,881.8 48,570.0 1,760.1
1993 685.4 11,798.9 45,300.3 1,538.1
1994 718.5 12,212.5 48,535.6 1,956.8
1995 740.2 13,9154 53,732.9 2,553.1
1996 738.7 13,933.7 52,450.1 2,659.9
Sources: U.S. Department of Commerce, Bureau of the Census. 1996. 7992 Census of
Manufactures, Subject Series: General Summary. \Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures [Multiple Years]. Washington, DC: Government Printing Office.

Table 4-4. Capacity Utilization Ratios for Lumber and Wood Products Industry, 1991-1996

1991 1992 1993 1994 1995 1996

78 80 81 4-4 80 77 78

Note: All values are percentages.

Source: U.S. Department of Commerce, Bureau of the Census. 1998. Survey of Plant



Wood is readily available because over one-third of the United States isforested. The ready supply of
wood reduces its costs.

4.2.4 Uses and Consumers of Outputs

Lumber and wood products are used in a wide range of applications, including residential and
noresidential construction; repair/remodeling and home improvement projects, manufactured housing;
millwork and wood products; pulp, paper, and paperboard mills; toys and sporting goods; kitchen cabinets;
crates and other wooden containers; office and household furniture; and motor homes and recreational
vehicles (Haltmaier, 1998).

4.2.5 Organization of the Industry

In 1992, 33,878 companies produced lumber and wood products and operated 35,807 facilities, as
shown in Table 4-5. By way of comparison, in 1987, 32,014 companies controlled 33,987 facilities.
About two-thirds of all establishments have nine or fewer employees. Between 1987 and 1992, the
number of facilities with nine or fewer employees increased more than 10 percent to 23,590. These
facilities' share of the value of shipments increased about 18.3 percent. Although the number of
establishments employing 100 to 249 people decreased during that time, that category’ s shipment value
jumped nearly 40 percent. The remaining facility categories lost both facilities and value of shipment.

Market structure can affect the size and distribution of regulatory impacts. Concentration ratios
are often used to evaluate the degree of competition in a market, with low concentration indicating the
presence of a competitive market, and higher concentration suggesting less-competitive markets. Firmsin
less-concentrated industries are more likely to be price takers, while firms in more-concentrated industries
are more likely to influence market prices. Typical measures include four- and eight-firm concentration
ratios (CR4 and CR8) and Herfindahl-Hirschmann indices (HHI). The CR4 for lumber and wood products
subsectors represented in the boilersinventory database ranges between 13 and 50, meaning that, in each
subsector, the top firms’ combined sales ranged from 13 to 50 percent of that respective subsector’ s total
sales. The CR8 ranges from 47 to 66 (U.S. Department of Commerce, 1995d).

Although there is no objective criterion for determining market structure based on the values of
concentration ratios, the 1992 Department of Justice’s (DOJ s) Horizontal Merger Guidelines provide



Table 4-5. Size of Establishments and Value of Shipments for the Lumber and Wood
Products Industry (SIC 24/NAICS 321)

1987 1992
Average Number of Value of Value of
Employees in Number of Shipments Number of Shipments
Establishment Facilities (1992 $10°) Facilities (1992 $10°)
1to 4 employees 14,562 2,769.7 15,921 3,288.9
510 9 employees 6,702 4,264.4 7,669 5,030.4
10 to 19 employees 5,353 6,982.3 5,331 6,902.8
20 to 49 employees 4,160 28,551.3 3,924 26,964.9
50 to 99 employees 1,702 (D) 1,615 (D)
100 to 249 employees 1,190 24,583.3 1,082 34,051.4
250 to 499 employees 260 12,0934 219 (D)
500 to 999 employees a7 3,907.9 39 3,331.4
1,000 to 2,499 employees 4 2,231.3 4 598.6
2,500 or more employees 2 (D) 3 1,396.4
Total 33,987 85,383.4 35,807 81,564.8
(D) = undisclosed
Sources: U.S. Department of Commerce, Bureau of the Census. 1991. 7987 Census of

Manufactures, Subject Series: General Summary. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1996. 7992 Census of
Manufactures, Subject Series: General Summary. Washington, DC: Government
Printing Office.

criteriafor doing so based on HHIs. According to these criteria, industries with HHIs below 1,000 are



Table 4-6. Measures of Market Concentration for Lumber and Wood Products Markets

Number
of
Companie  Number of
SIC Description CR4 CRS HHI s Facilities
2421 Saw Mills and 14 20 78 5,302 6004
Planing Mills
2434 Wood Kitchen 19 25 156 4,303 4323
Cabinets
2449 Wood Containers, 34 47 414 217 225
N.E.C.
2491 Wood Preserving 17 28 152 408 486
2493 Reconstituted 50 66 765 193 288
Wood Products
2499 Wood Products, 13 19 70 2,656 2754
N.E.C.
Sources: U.S. Department of Commerce, Bureau of the Census. 1995d. 7992
Concentration Ratios in Manufacturing. \Washington, DC: Government Printing
Office.

U.S. Department of Commerce, Bureau of the Census. 1996. 1992 Census of
Manufactures, Subject Series: General Summary. Washington, DC: Government
Printing Office.

considered unconcentrated (i.e., more competitive), those with HHIs between 1,000 and 1,800 are
considered moderately concentrated (i.e., moderately competitive), and those with HHIs above 1,800 are
considered highly concentrated (i.e., less competitive) (DOJ, 1992). Firms in less-concentrated industries
are more likely to be price takers, while firms in more-concentrated industries are more likely to be able to
influence market prices. The unconcentrated nature of the markets is also indicated by HHIs of 1,000 or
less (DOJ, 1992). Table 4-6 presents various measures of market concentration for sectors within the
lumber and wood products industry. All lumber and wood products industries are considered
unconcentrated and competitive.

4.2.6 Markets and Trends

The U.S. market for lumber and wood products is maturing, and manufacturers are looking to
enter other markets. Although 91 percent of the industry’ s products are consumed by the U.S. domestic
market, the share of exports increases each year. Exports more than doubled in value from $3 billion in
1986 to $7.3 billion in 1996 (Haltmaier, 1998). The U.S. market grew only 2 percent between 1986 and
1996. American manufacturers are focusing on growing construction markets in Canada, Mexico, and the
Pacific Rim, with products such as durable hardwood veneer products and reconstituted wood boards
(EPA, 19954).



4.3 Furniture and Related Product Manufacturing (SIC 25/NAICS 337)

More than 20,000 establishments in the United States produce furniture and furniture-related
products. These establishments are located across the United States but are traditionally most concentrated
in southern states, such as North Carolina, Mississippi, Alabama, and Tennessee. According to the“1997
Economic Census,” these establishments employed more than 600,000 people and paid annual wages of
nearly $15 billion. Theoverall industry-wide val ue of shipments was $63.9 billion that year (U.S.
Department of Commerce, 2001).

Thisindustry isin a state of change: rapid U.S. economic growth translated into vigorous sales of
household and office funiture, but this trend is unlikely to continue as the U.S. economy cools after its
record run. Adding to industry fluctuation is the merger of two large firms, Lay-Z-Boy and LADD
Furniture. Although the industry includes a multitude of niche market players, it isreally dominated by a
few large companies that operate several subsidiaries, each with its own brand identity. It isunclear
whether the merger between two key playersin the market will compel other large manufacturers to pursue
mergers and acquisitions.

What is clear, however, is that large U.S. manufacturers will seek to leverage their brand identities
into wider profit margins by operating direct sales establishments and co-branding. M anufacturers that are
moving into retail and distribution include Bassett Furniture, Thomasville Furniture, Ethan Allen Interiors,
and Drexel. Co-branding efforts are aimed at capitalizing on the combined power of two identities, such
as the Thomas Kinkade Collection from Lay-Z-Boy and popular artist Thomas Kinkade and the Ernest
Hemingway Collection from Thomasville. The overarching goal isto enhance margins and ward off
invigorated competition from foreign companies that have used this strategy to capture U.S. market share,
such as the Swedish manufacturer Ikea (L emm, 2000).

U.S. imports of household furniture totaled nearly $7 billion in 1998. Between 1992 and 1998,
furniture imports grew at an annualized rate of nearly 15 percent. Jamie Lemm, an analyst with the U.S.
Department of Commerce’ s Office of Consumer Goods attributes this growth to changesin U.S.
manufacturing and markets:

A portion of [the] increase can be attributed to the labor-intensive furniture parts imported
by U.S. manufacturersto enhance product lines, but the increase a so signifies the growing
importance of the U.S. market to foreign firms. While some U.S. manufacturers operate
showrooms, galleries, and retail outletsin foreign markets, few sell internationally on a
large scale. In 1998, U.S. furniture exports totaled $1.6 billion, accounting for only 6
percent of all U.S. product shipments.

4.4 Paper and Allied Products (SIC 26/NAICS 322)

The paper and allied products industry isone of the largest manufacturing industriesin the United
States. In 1996, the industry shipped nearly $150 billion in paper commodities. The industry produces a
wide range of wood pulp, primary paper products, and paperboard products such as printing and writing
papers, industrial papers, tissues, container board, and boxboard. The industry also includes manufacturers
that “convert” primary paper and paperboard into finished products like envelopes, packaging, and
shipping containers (EPA, 1995b). Paper and allied productsindustry subsectors that are likely to be
affected by the proposed regulation are listed in Table 4-7.



Table 4-7. Paper and Allied Products Industry Markets Likely to Be Affected by
Regulation

SIC NAICS Industry Description

2611 32211 Pulp Mills

2621 32212 Paper Mills

2676 322291 Sanitary Paper Products
Source: Industrial Combustion Coordinated Rulemaking (ICCR). 1998. Data/l nformation

Submitted to the Coordinating Committee at the Final Meeting of the Industrial
Combustion Coordinated Rulemaking Federal Advisory Committee. EPA Docket
Numbers A-94-63, 11-K-4b2 through -4b5. Research Triangle Park, North
Carolina. September 16-17.

Table 4-8 lists the paper and allied productsindustry’ s value of shipmentsfrom 1987 to 1996. The
industry’ s performance is tied to raw material prices, labor conditions, and worldwide inventories and
demand (EPA, 1995b). Performance over the 10-year period was typical of most manufacturing
industries. The industry expanded in the late 1980s, then contracted as demand tapered off as the industry
suffered recessionary effects. In the two years after 1994, the industry’s value of shipments increased 9.3
percent to $149.5 billion.

4.4.1 Supply Side of the Industry
4.4.1.1 Production Process

The manufacturing paper and allied products industry is capital- and resource-intensive,
consuming large amounts of pulp wood and water in the manufacturing process. A pproximately half of all
paper and allied products establishments are integrated facilities, meaning that they produce both pulp and
paper on-site. Theremaining half produce only paper products; few facilities produce only pulp (EPA,
1995b).



Table 4-8. Value of Shipments for the Paper and Allied Products Industry
(SIC 26/NAICS 322), 1987-1996

Year Value of Shipments (1992 $10°)
1987 129,927.8
1988 136,829.4
1989 138,978.3
1990 136,175.7
1991 132,225.0
1992 133,200.7
1993 131,362.2
1994 136,879.9
1995 135,470.3
1996 149,517.1
Sources: U.S. Department of Commerce, Bureau of the Census. 1996. 7992 Census of

Manufactures, Subject Series: General Summary. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures, [Multiple Years]. Washington, DC: Government Printing Office.

The paper and paperboard manufacturing process can be divided into three general steps: pulp
making, pulp processing, and paper/paperboard production. Paper and paperboard are manufactured using
what is essentially the same process. The principal difference between the two productsis that paperboard
isthicker than paper’ s 0.3 mm.

Producers manufacture pulp mixtures by using chemicals, machines, or both to reduce raw
material into small fibers. In the case of wood, the most common pulping material, chemical pulping
actions release cellulose fibers by selectively destroying the chemical bonds that bind the fibers together
(EPA, 1995b). Impurities are removed from the pulp, which then may be bleached to improve brightness.
Only about 20 percent of pulp and paper mills practice bleaching (EPA, 1995b). The pulp may aso be
further processed to aid in the paper-making process.

During the paper-making stage, the pulp is strengthened and then converted into paper. Pulp can
be combined with dyes, resins, filler materials, or other additives to better fulfill specifications for the final
product. Next, the water isremoved from the pulp, leaving the pulp on awire or wire mesh conveyor.
The fibers bond together asthey are carried through heated presses and rollers. The paper is stored on
large rolls before being shipped for conversion into another product, such as envelopes and boxes, or cut
into paper sheets for immediate consumption.

4.4.1.2 Types of Output

The paper and allied productsindustry’ s output ranges from writing papers to containers and
packaging. Paper products include printing and writing papers; paperboard boxes; corrugated and solid
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Table 4-9. Inputs for the Paper and Allied Products Industry (SIC 26/NAICS 322),
1987-1996

Labor

New Capital

Payroll Materials Investment

Year Quantity (10%) (1992 $10°) (1992 $10°%) (1992 $10°)
1987 611.1 20,098.6 70,040.6 6,857.5
1988 619.8 19,659.0 73,447.4 8,083.8
1989 633.2 19,493.1 75,1325 10,092.9
1990 631.2 19,605.2 74,568.8 11,267.2
1991 624.7 19,856.3 72,602.5 9,353.9
1992 626.3 20,491.9 73,188.0 7,962.4
1993 626.3 20,602.6 73,062.6 7,265.2
1994 621.4 20,429.7 76,461.6 6,961.7
1995 629.2 18,784.3 79,968.6 7,056.8
1996 630.6 19,750.0 75,805.9 8,005.9
Sources: U.S. Department of Commerce, Bureau of the Census. 1996. 7992 Census of

Manufactures, Subject Series: General Summery. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of

Manufactures [Multiple Years]. Washington, DC: Government Printing Office.
fiber boxes; fiber cans, drums, and similar products; sanitary food containers; building paper; packaging;
bags; sanitary paper napkins; envelopes; stationary products; and other converted paper products.

4.4.1.3 Major By-Products and Co-Products

The paper and allied products industry isthe largest user of industrial process water in the United
States. In 1988, atypical mill used between 16,000 and 17,000 gallons of water per ton of paper produced.
The equivalent amount of waste water discharged each day is about 16 million cubic meters (EPA, 1995b).
M ost facilities operate waste water treatment facilities on site to remove biological oxygen demand (BOD),
total suspended solids (TSS), and other pollutants before discharging the water into a nearby waterway.

4.4.1.4 Costs of Production

Historical statisticsfor the costs of production for the paper and allied products industry are listed
in Table 4-9. From 1987 to 1996, industry payroll generally ranged from approximately $19 to 20 billion.
Employment peaked at 633,200 people in 1989 and declined slightly to 630,600 people by 1996.

M aterials costs averaged $74.4 billion ayear and new capital investment averaged $8.3 billion a year.

4.4.1.5 Capacity Utilization

Table 4-10 presentsthe trend in capacity utilization for the paper and alied productsindustry. The
varying capacities reflect adjusting production levels and new production facilities going on- or off-line.
The average capacity utilization ratio for the paper and dlied products industry between 1991 and 1996
was approximately 80, with capacity declining slightly in recent years.
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Table 4-10. Capacity Utilization Ratios for the Paper and Allied Products Industry,
1991-1996

1991 1992 1993 1994 1995 1996

78 80 81 80 77 78

Note: All values are percentages.

Source: U.S. Department of Commerce, Bureau of the Census. 1998. Survey of Plant
Capacity: 1996. Washington, DC: Government Printing Office.

4.4.2 Demand Side of the Industry
4.4.2.1 Product Characteristics

Paper isvalued for its diversity in product types, applications, and low cost due to ready access to
raw materials. Manufacturers produce papers of varying durabilities, textures, and colors. Consumers
purchasing large quantities of papers may have papers tailored to their specification. Papers may be simple
writing papers or newsprint for personal consumption and for the printing and publishing industry or
durable for conversion into shipping cartons, drums, or sanitary boxes. Inputsin the paper production
process are readily available in the United States because one-third of the country is forested, and facilities
generally have ready access to waterways.

4.4.2.2 Uses and Consumers of Products

The paper and allied products industry is an integral part of the U.S. economy; nearly every
industry and service sector relies on paper products for its personal, education, and business needs.
Among a myriad of uses, papers are used for correspondence, printing and publishing, packing and
storage, and sanitary purposes. Common applications are all manners of reading material,
correspondence, sanitary containers, shipping cartons and drums, and miscellaneous packing materials.

4.4.3  Organization of the Industry

In 1992, 4,264 companies produced paper and allied products and operated 6,416 facilities. By
way of comparison, 4,215 companies controlled 1,732 facilitiesin 1987. Although the number of small
firms and facilities increased during those 5 years, the industry is dominated by high-volume, low-cost
producers (Haltmaier, 1998). Even though they account for only 45 percent of al facilities, those with 50
or more employees contribute more than 93 percent of the industry’s total value of shipments (see Table 4-
11). (According tothe Small Business Administration, those companies employing fewer than 500
employees are “small.”)

For paper and allied products marketslikely to be affected by the proposed boilers regulation, the
CR4 ranged between 29 and 68 in 1992 (see Table 4-12). This means that, in each subsector, the top
firms' combined salesranged from 29 to 68 percent of their respective industry’s total sales. For example,
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Table 4-11. Size of Establishments and Value of Shipments for the Paper and Allied
Products Industry (SIC 26/NAICS 322)

1987 1992
Value of Value of
Number of Employees in Number of Shipments Number of  Shipments
Establishment Facilities ($10°) Facilities ($10°)
1to 4 employees 729 640.6 786 216
4 to 9 employees 531 (D) 565 483
10 to 19 employees 888 1,563.4 816 1,456.5
20 to 49 employees 1,433 18,328.6 1,389 6,366.6
50 to 99 employees 1,018 (D) 1,088 12,811.5
100 to 249 employees 1,176 32,141.7 1,253 35,114.0
250 to 499 employees 308 24,221.1 298 22,281.2
500 to 999 employees 145 28,129.1 159 31,356.5
1,000 to 2,499 employees 63 24,903.1 62 23,1154
2,500 or more employees 1 (D)
Tota 1,732 129,927.8 6,416 133,200.7
(D) = undisclosed
Sources: U.S. Department of Commerce, Bureau of the Census. 1990c. 71987 Census of

Manufactures, Industry Series: Pulp, Paper, and Board Mills. \Washington, DC:
Government Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1995c. 1992 Census of
Manufactures, Industry Series: Pulp, Paper, and Board Mills. \Washington, DC:
Government Printing Office.

in the sanitary paper products industry, the CR4 ratiosindicate that a few firms control 68 percent of the

4-13



Table 4-12. Measurements of Market Concentration for Paper and Allied Products
Markets

Number of Number of

SIC Description CR4 CR8 HHI Companies Facilities
2611  Pulp Mills 48 75 858 29 45
2621  Paper Mills 29 49 392 127 280
2676  Sanitary Paper Products 68 82 1451 80 150
Sources: U.S. Department of Commerce, Bureau of the Census. 1995d. 7992
Concentration Ratios in Manufacturing. \Washington, DC: Government Printing
Office.

U.S. Department of Commerce, Bureau of the Census. 1995c. 71992 Census of
Manufactures, Industry Series: Pulp, Paper, and Board Mills. \Washington, DC:

Government Printing Office.

market. This sector’ s moderately concentrated nature is
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also indicated by its HHI of 1,451 (DOJ, 1992). The remaining two sectors’ HHIs indicate that their
respective markets are unconcentrated (i.e., competitive).

4.4.4 Markets and Trends

The D epartment of Commerce projects that shipments of paper and allied products will increase
through 2002 by an annual average of 2.5 percent (Haltmaier, 1998). Because nearly all of the industry’s
products are consumer related, shipments will be most affected by the health of the U.S. and global
economy. The United States is akey competitor in the international market for paper products and, after
Canada, isthe largest exporter of paper products. According to Haltmaier (1998), the largest paper and
allied products exportersin the world are Canada (with 23 percent of the market), the United States (10 to
15 percent), Finland (8 percent), and Sweden (7 percent).

4.5 Medicinal Chemicals and Botanical Products and Pharmaceutical Preparations (SICs 2833,
2834/NAICS 32451)

The pharmaceutical preparationsindustry (SIC 2834/NAICS 32451) and the medicinal chemicals
and botanical productsindustry (SIC 2833/NAICS 32451) are both primarily engaged in the research,
development, manufacture, and/or processing of medicinal chemicals and pharmaceutical products. Apart
from manufacturing drugs for human and veterinary consumption, the industries grind, grade, and mill
botanical products that are inputs for other industries. Typically, most facilities cross over into both
industries (EPA, 1997a). Products include drugs, vitamins, herbal remedies, and production inputs, such
as alkaloids and other active medicinal principals.

Table 4-13 presents both industries’ value of shipmentsfrom 1987 to 1996. Medicinals and
botanicals performance during the late 1980s and early 1990s was mixed. However, shipments increased
steadily from 1994 to 1996, increasing 37.7 percent as natural products such as herbs and vitamins became
more popular (EPA, 1997a). Pharmaceutical preparations’ shipments increased steadily over the 10-year
period. From 1987 to 1996, the industry’s shipments increased 24.3 percent to $55.1 billion in 1996.
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Table 4-13. Value of Shipments for the Medicinals and Botanicals and Pharmaceutical
Preparations Industries, 1987-1996

SIC 2833 Medicinals & SIC 2834 Pharmaceutical
Year Botanicals ($10°) Preparations ($10°)
1987 4,629.1 44.345.7
1988 53754 46,399.1
1989 5,708.9 48,083.6
1990 5,535.8 49,718.0
1991 6,637.7 49,866.3
1992 6,438.5 50,417.9
1993 5,669.2 50,973.5
1994 5,774.7 53,144.7
1995 6,404.1 53,225.9
1996 7,952.8 55,103.6
Sources: U.S. Department of Commerce, Bureau of the Census. 1995a. 7992 Census of

Manufactures, Industry Series: Drug Industry. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures [Multiple Years]. Washington, DC: Government Printing Office.

4.5.1 Supply Side of the Industry
4.5.1.1 Production Processes

The medicinals and botanical products industry and the pharmaceutical preparations industry share
similar production processes. M any products of the former are inputs in the latter’s production process.
There are three manufacturing stages. research and development, preparation of bulk ingredients, and
formulation of the final product.

The research and development stage is a long process both to ensure the validity and benefit of the
end product and to satisfy the requirements of stringent federal regulatory committees. (The
pharmaceutical industry operates under strict oversight of the Food and Drug A dministration [FDA].)
Therefore, every stage in the development of new drugsis thoroughly documented and studied. After a
new compound is discovered, it is subjected to numerous laboratory and animal tests. Results are
presented to the FDA via applications that present and fully disclose al findingsto date. Asresearch and
development proceeds, studies are gradually expanded to involve human trials of the new compound.
Should FDA approve the compound, the new product is readied for mass production.

To ensure auniform product, all ingredients are prepared in bulk using batch processes.
Companies produce enough of each ingredient to satisfy projected sales demand (EPA, 1997a). Prior to
production, all equipment is thoroughly cleaned, prepared, and validated to prevent any contaminants from
entering the production cycle. Most ingredients are prepared by chemical synthess, a method whereby
primary ingredients undergo a complex series of processes, including many intermediate stages and
chemical reactions in a step-by-step fashion (EPA, 1997a).

After the bulk materia s are prepared, they are converted into afinal usable form. Common forms
include tablets, pills, liquids, creams, and ointments. Equipment used in this final stage is prepared in the
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same manner as that involved in the bulk preparation process. Clean and validated machinery is used to
process and package the pharmaceutical s for shipment and consumption.

4.5.1.2 Types of Output

Both industries produce pharmaceutical and botanical products for end consumption and
intermediate products for the industries’ own applications. Products include vitamins, herbal remedies,
and alkaloids. Prescription and over-the-counter drugs are produced in liquid, tablet, cream, and other
forms.

4.5.1.3 Major By-Products and Co-Products

Both industries produce many by-products because of the large number of primary inputs and the
extensive chemical processes involved. Wastes and emissions vary by the process employed, raw
materials consumed, and equipment used. In general, emissions originate during drying and heating stages
and during process water discharge. Emissions controlsare in place pursuant to environmental
regulations. Other wastes include used filters, spent raw materials, rejected product, and reaction residues
(EPA, 19974).

4.5.1.4 Costs of Production

Table 4-14 presents SIC 2833 industry’ s costs of production and employment statistics from 1987
to 1996. Employment was stable during the late 1980s before steadily growing in the 1990s. I1n 1987,
medicinals and botanicals employed 11,600 people. By 1996, the industry employed 16,800, an increase
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Table 4-14. Inputs for Medicinal Chemicals and Botanical Products Industry
(SIC 2833/NAICS 32451), 1987-1996

Labor
Payroll Materials ?ﬁ?egt?rll)elrtlil
Year Quantity (10°) (5109 ($10%) (5105
1987 11.6 520.2 2,229.3 158.2
1988 11.3 494.4 2,658.8 194.9
1989 114 504.9 3,118.4 263.4
1990 10.9 476.4 2,902.4 218.9
1991 12.5 568.6 3,368.2 512.9
1992 13.0 587.1 3,245.9 550.5
1993 13.0 584.3 2,638.4 470.0
1994 13.9 572.6 2,755.2 480.3
1995 14.1 625.0 3,006.0 356.2
1996 16.8 752.1 3,793.9 752.1
Sources: U.S. Department of Commerce, Bureau of the Census. 1995a. 7992 Census of

Manufactures, Industry Series: Drug Industry. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures, [Multiple Years]. Washington, DC. Government Printing Office.

of nearly 45 percent. Materials costs matched the increase in shipments over this same period. Industry
growth also fed new capital investments, which averaged $191.2 million ayear in the late 1980s and
$515.6 million ayear in the early to mid-1990s.

SIC 2834’ s costs of production and employment for 1987 to 1996 are presented in Table 4-15.
The number of people employed by the industry ranged between 123,000 and 144,000; employment
peaked in 1990 before declining by 21,000 jobs by the end of 1992. During this 10-year period, the cost of
materialsrose 42.1 percent. The increase is associated with increased product shipments and the
development of new, more expensive medications (Haltmaier, 1998). New capital investment averaged
$2.3 billion ayear.

4.5.1.5 Capacity Utilization

Table 4-16 presentsthe trend in these ratios from 1991 to 1996 for both industries. The varying
capacity ratios reflect adjusting production volumes and new production facilities and capacity going both
on- and off-line. In 1996, the capacity utilization ratios for SICs 2833 and 2834 were 84 and 67,
respectively.
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Table 4-15. Inputs for the Pharmaceutical Preparations Industry (SIC 2834/NAICS 32451),
1987-1996

Labor )
Quantity Payroll Materials I\IIﬁ:'VesCt?rE:;il
Year (10% ($10% ($10% ($10%
1987 131.6 5,759.2 11,693.7 2,032.7
1988 1334 5,447.2 12,634.8 2,234.0
1989 141.8 6,177.5 12,874.2 2,321.4
1990 143.8 6,223.9 13,237.6 2,035.3
1991 129.1 5,275.8 13,546.6 1,864.7
1992 122.8 4,949.4 13,542.5 2,450.0
1993 128.2 5,184.2 13,508.7 2,385.2
1994 134.2 5,368.4 13,526.1 2,531.9
1995 143.0 5,712.4 15,333.6 2,856.1
1996 136.9 5,547.3 16,611.1 2,317.0
Sources: U.S. Department of Commerce, Bureau of the Census. 1995a. 7992 Census of

Manufactures, Industry Series: Drug Industry. Washington, DC: Government
Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures, [Multiple Years]. Washington, DC: Government Printing Office.
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Table 4-16. Capacity Utilization Ratios for the Medicinal Chemicals and Botanical
Products (SIC 2833/NAICS 32451) and Pharmaceutical Preparations
(SIC 2834/NAICS 32451) Industries, 1991-1996

1991 1992 1993 1994 1995 1996
SIC 2833/NAICS 84 86 89 80 90 84
32451
SIC 2834/NAICS 76 74 70 67 63 67
32451

Note: Capacity utilization ratio isthe ratio of the actual production level to the full production
level. All values are percentages.

Source: U.S. Department of Commerce, Bureau of the Census. 1998. Survey of Plant
Capacity: 1996. Washington, DC: Government Printing Office.

4.5.2 Demand Side of the Industry

New product introductions and improvements on older medications by the drug industry have
greatly improved the health and well-being of the U.S. population (Haltmaier, 1998). Products help
alleviate or reduce physical, mental, and emotional ailments or reduce the severity of symptoms associated
with disease, age, and degenerative conditions. Dietary supplements, such as vitamins and herbal
remedies, ensure that consumers receive nutrients of which they may not ordinarily consume enough.
Products are available in arange of dosage types, such as tablets and liquids.
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Although prescription medications are increasingly distributed through third parties, such as
hospitals and health maintenance organizations, the general population remains the end user of
pharmaceutical products. Asthe average age of the U.S. population adjusts to reflect large numbers of
older people, the variety and number of drugs consumed increases. An older population will generally
consume more medications to maintain and improve quality of life (Haltmaier, 1998).

4.5.3  Organization of the Industry

In 1992, 208 companies produced medicinal chemicals and botanical products and operated 225
facilities (see Table 4-17). The number of companies and facilities in 1992 was the same as that of 1987,
although shipment values increased almost 40 percent. The average facility employed more peoplein
1992 than in 1987. In fact, the number of facilities employing 50 or more people grew from 37 to 45.
These facilities accounted for the lion’ s share of the industry’ s shipments. A ccording to the Small
Business Administration, companies in this SIC code are considered small if they employ fewer than 750
employees. It isunclear what percentage of the facilities listed in Table 4-17 are small companies.

In 1992, 585 companies manufactured pharmaceutica preparations and operated 691 facilities. By
way of comparison, 640 companies operated 732 facilitiesin 1987. Although the number of facilities
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2834/NAICS 32451) Industries

1987 1992
Value of Value of
Number of Employees in Number of Shipments  Number of  Shipments
Establishment Facilities ($10% Facilities ($10%

SIC 2833/NAICS 32451

1 to 4 employees 61 20.7 62 23.8
5to 9 employees 34 38.6 42 58.3
10 to 19 employees 46 237.0 a7 357.1
20 to 49 employees 47 287.3 29 182.0
50 to 99 employees 15 273.6 25 653.9
100 to 249 employees 12 520.6 10 5,163.4
250 to 499 employees 5 753.0 4 (D)
500 to 999 employees 4 2478.2 3 (D)
1,000 to 2,499 employees 1 (D) 3 (D)
Total 225 4629.1 225 6,438.5
SIC 2834/NAICS 32451

1 to 4 employees 158 58.7 152 115.6
5to 9 employees 108 178.8 73 1054
10 to 19 employees 102 320.3 101 284.6
20 to 49 employees 117 9325 110 815.7
50 to 99 employees 66 1231.0 65 1,966.8
100 to 249 employees 76 3596.0 77 2,912.4
250 to 499 employees 50 9239.7 56 11,394.6
500 to 999 employees 23 4946.9 30 10,077.7
1,000 to 2,499 employees 24 15,100.9 21 14,525.7
2,500 employees or more 8 8740.9 6 8,219.4
Total 732 44,345.7 691 50,417.9

(D) = undisclosed
Sources: U.S. Department of Commerce, Bureau of the Census. 1990a. 1987 Census of

Manufactures, Industry Series: Drug Industry. Washington, DC: Government

Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1995a. 71992 Census of
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with more than 50 employees accounted for at least 95 percent of the industry’s shipments.

Table 4-18 presents the measures of market concentration for both industries. For the medicinals
and botanicals industry, the CR4 was 76 in 1992, and the CR8 was 84 (U.S. Department of Commerce,
1995b). The highly concentrated nature of the market is further indicated by an HHI of 2,999 (DOJ,
1992). According to the Department of Justice’ s Horizontal M erger Guidelines, industries with HHIs
above 1,800 are less competitive.

Table 4-18. Measures of Market Concentration for the Medicinal Chemicals and Botanical
Products (SIC 2833/NAICS 32451) and Pharmaceutical Preparations (SIC 2834/NAICS
32451) Industries

Number
of Number
Companie of
SIC  NAICS Industry CR4 CR8 HHI S Facilities
2833 32451 Medicind Chemicds 76 84 2,999 208 225
and Botanical Products
2834 32451  Pharmaceutical 26 42 341 585 691
Preparations
Sources: U.S. Department of Commerce, Bureau of the Census. 1995b. 7992
Concentration Ratios in Manufacturing. \Washington, DC: Government Printing
Office.

U.S. Department of Commerce, Bureau of the Census. 1995a. 7992 Census of
Manufactures, Industry Series: Drug Industry. Washington, DC: Government Printing
Office.

The pharmaceutica s preparationsindustry is less concentrated than the medicinal chemicals and
botanica products industry. For SIC 2834, the CR4 and CR8 were 26 and 42, respectively, in 1992. The
industry’ s HHI was 341, indicating a competitive market.

4.5.4 Markets and Trends

According to the D epartment of Commerce, global growth in the consumption of pharmaceuticals
is projected to accelerate over the coming decade as populations in developed countries age and those in
developing nations gain wider access to health care. Currently, the United States remains the largest
market for drugs, medicinals, and botanicals and produces more new products than any other country
(Haltmaier, 1998). But, nearly two-fifths of American producers sales are generated abroad. Top markets
for American exports are China, Canada, M exico, Australia, and Japan. Most imports originate in Canada,
Russia, Mexico, Trinidad and Tobago, and Norway.

4.6 Industrial Organic Chemicals Industry (SIC 2869/NAICS 3251)

The industrial organic chemicals (not e sewhere classified) industry (SIC 2869/NAICS 3251)
produces organic chemicals for end-use applications and for inputs into numerous other chemical
manufacturing industries. In nominal terms, it was the single largest segment of the $367 billion chemical
and allied productsindustry (SIC 28) in 1996, accounting for approximately 17 percent of the industry’s
shipments.

All organic chemicals are, by definition, carbon-based and are divided into two general categories:
commodity and specialty. Commodity chemical manufacturers compete on price and produce large
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volumes of staple chemicals using continuous manufacturing processes. Specialty chemicals cater to
custom markets, using batch processes to produce a diverse range of chemicals. Specialty chemicals
generally require more technical expertise and research and development than the more standardized
commodity chemicals industry (EPA, 1995c). Consequently, specialty chemical manufacturers have a
greater value added to their products. End products for all industrial organic chemical producers are as
varied as synthetic perfumes, flavoring chemicals, glycerin, and plasticizers.

Table 4-19 presents the shipments of industrial organic chemicals from 1987 to 1996. In real
terms, the industry’ s shipments rose in the late 1980s to a high of $54.9 billion before declining in the
early 1990s as the U.S. economy went into recession. By the mid-1990s, the industry recovered, as
product values reached record highs (Haltmaier, 1998). Between 1993 and 1996, the industry’ s shipments
grew 7.3 percent to $57.7 billion.

Table 4-19. Value of Shipments for the Industrial Organic Chemicals, N.E.C. Industry (SIC
2869/NAICS 3251), 1987-1996

Year Value of Shipments (1992 $10°)
1987 48,581.7
1988 53,434.7
1989 54,962.9
1990 53,238.8
1991 51,795.6
1992 54,254.2
1993 53,805.2
1994 57,357.1
1995 59,484.3
1996 57,743.3
Sources: U.S. Department of Commerce, Bureau of the Census. 1995b. 1992 Census of

Manufactures, Industry Series: Industrial Organic Chemicals. \Washington, DC:
Government Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures, Multiple Years. Washington, DC: Government Printing Office.

4.6.1 Supply Side of the Industry
4.6.1.1 Production Processes

Processes used to manufacture industrial organic chemicals are as varied as the end-products
themselves. There are thousands of possible ingredients and hundreds of processes. Therefore, the
discussion that follows is a general description of the ingredients and stagesinvolved in atypical
manufacturing process.

Essentially a set of ingredients (feedstocks) is combined in a series of reactionsto produce end
products and intermediates (EPA, 1995c). The typical chemical synthesis processes incorporate multiple
feedstocks in a series of chemical reactions. Commodity chemicals are produced in a continuous reactor,
and specialty chemicals are produced in batches. Specialty chemicals may undergo a series of reaction
steps, as opposed to commaodity chemicals' one continuous reaction because a finite amount of ingredients
are prepared and used in the production process. Reactions usually take place at high temperatures, with
one or two additional components being intermittently added. As the production advances, by-products
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are removed using separation, distillation, or refrigeration techniques. The final product may undergo a
drying or pelletizing stage to form a more manageabl e substance.

4.6.1.2 Types of Output
Miscellaneous industrial organic chemicals comprise nine general categories of products:

» aliphitic and other acyclic organic chemicals (ethylene); acetic, chloroaceptic, adipic, formic,
oxalic, and tartaric acids and their metallic salts; chloral, formaldehyde, and methylamine;

» solvents (ethyl alcohol etc.); methanol; amyl, butyl, and ethyl acetates; ethers; acetone, carbon
disulfide and chlorinated solvents;

* polyhydric alcohols (synthetic glycerin, etc.);

« synthetic perfume and flavoring materials (citral, methyl, oinone, etc.);

» rubber processing chemicals, both accelerators and antioxidants (cyclic and acyclic);
» cyclic and acyclic plasticizers (phosphoric acid, etc.);

* synthetic tanning agents;

+ chemical warfare gases; and

» esters, amines, etc., of polyhydric alcohols and fatty and other acids.

4.6.1.3 Major By-Products and Co-Products

Co-products, by-products, and emissions vary according to the ingredients, processes, maintenance
practices, and equipment used (EPA, 1997b). Frequently, residuals from the reaction process that are
separated from the end product are resold or possibly reused in the manufacturing process. A by-product
from one process may be another’sinput. Theindustry is strictly regulated because it emits chemicals
through many types of media, including dischargesto air, land, and water, and because of the volume and
composition of these emissions.

4.6.1.4 Costs of Production

Of all the factors of production, employment in industrial organic chemicals fluctuated most often
between 1987 and 1996 (see Table 4-20). During that time, employment fell 8.18 percent to 92,100, after
ahigh of 101,000 in 1991. Most jobs lost were at the production level (Haltmaier, 1998). Facilities
became far more computerized, incorporating advanced technologies into the production process. Even
with the drop in employment, payroll was $200 million more in 1995 than in 1987. The cost of materials
fluctuated between $29 and $36 billion for these years, and new capital investment averaged $3,646
million a year.
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Table 4-20. Inputs for the Industrial Organic Chemicals Industry (SIC 2869/NAICS 3251),
1987-1996

Labor New Capital

Payroll Materials Investment

Year Quantity (10°) (1992 $10° (1992 $10°) (1992 $10°)
1987 100.3 4,295.8 28,147.7 2,307.4
1988 97.1 4,045.1 29,492.8 2,996.5
1989 97.9 3,977.4 29,676.4 3,513.0
1990 100.3 4,144.6 29,579.2 4,085.5
1991 101.0 4,297.3 29,335.2 4,428.7
1992 100.1 4,504.2 31,860.6 4,216.6
1993 97.8 4,540.2 30,920.1 3,386.1
1994 89.8 4,476.5 33,267.4 2,942.8
1995 92.1 4,510.4 33,163.9 3,791.0
1996 100.3 5,144.8 36,068.9 4,794.7

Sources: U.S. Department of Commerce, Bureau of the Census. 1995b. 1992 Census of

Manufactures. Washington, DC: Government Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990-1998. Annual Survey of
Manufactures. Washington, DC: Government Printing Office.

4.6.1.5 Capacity Utilization

Table 4-21 presents the trend in capacity utilization ratios from 1991 to 1996 for the industrial
organic chemicals industry. The varying capacity utilization ratios reflect changes in production volumes
and new production facilities and capacities going on- and off-line. The capacity utilization ratio for the
industry averaged 85.3 over the 6-year period presented.

4.6.2 Demand Side of the Industry

Industrial organic chemicals are components of many chemical products. Most of the chemical
sectors (classified under SIC 28) are downstream users of organic chemicals. These sectors either
purchase commodity chemicals or enter into contracts with industrial organic chemical producers to obtain
specialty chemicals. Consumersinclude inorganic chemicals (SIC 281), plastics and synthetics (SIC 282),
drugs (283), soaps and cleaners (SIC 284), paints and allied products (SIC 286), and miscellaneous
chemical products (SIC 289).
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Table 4-21. Capacity Utilization Ratios for the Industrial Organic Chemicals Industry (SIC
2869/NAICS 3251), 1991-1996

1991 1992 1993 1994 1995 1996

SIC 2869/NAICS 86 81 91 89 84 84
3251

Note: The capacity utilization ratio is theratio of the actud production level to the full
production level.

All values are percentages.

Source: U.S. Department of Commerce, Bureau of the Census. 1998. Survey of Plant
Capacity.: 1996. Washington, DC: Government Printing Office.

4.6.3 Organization of the Industry

Although theindustry’ s value of shipmentsincreased nearly 12 percent between 1987 and 1992,
the number of facilities producing industrial organic chemicals only increased by 6 percent. Facilities with
100 or more employees continued to account for the majority of the industry’s shipment values. For
example, in 1992, 28 percent of all facilities had 100 or more employees (see Table 4-22), and these
facilities produced 89 percent of the industry’s shipment values. The average number of facilities per firm
was 1.4 in both years. According to the Small Business Administration, an industrial organic chemicals
company is considered small if the total number of employees does not exceed 500. It isunclear what
percentage of facilities are owned by small businesses.

The industrial organic chemicals (not el sewhere classified) industry is unconcentrated and
competitive. The CR4 was 29 and the CR8 43; the industry’s HHI was 336.

4.6.4 Markets and Trends

The U.S. industrial organic chemical industry is expected to expand through 2002 at an annual rate
of 1.4 percent (Haltmaier, 1998). U.S. producers face increasing competition domestically and abroad as
chemical industries in developing nations gain market share and increase exports to the United States.
American producers will, however, benefit from decreasing costs for raw materials and energy and
productivity gains.
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Table 4-22. Size of Establishments and Value of Shipments for the Industrial Organic
Chemicals Industry (SIC 2869/NAICS 3251)

1987 1992
Value of Value of
Number of Employees in Number of Shipments Number of Shipments
Establishment Facilities (1992 $10°) Facilities (1992 $10°)
1 to 4 employees 97 552.8 100 102.6
5to 9 employees 80 200.9 80 208.7
10 to 19 employees 91 484.7 97 533.9
20 to 49 employees 137 1,749.9 125 1,701.5
50 to 99 employees 99 2556.3 106 3,460.9
100 to 249 employees 110 10,361.2 111 8,855.9
250 to 499 employees 41 17,156.9 41 9,971.1
500 to 999 employees 27 9,615.5 30 13,755.0
1,000 to 2,499 employees 11 9,184.6 10 9,051.0
2,500 or more employees 6 7,156.9 5 6,613.5
Sources: U.S. Department of Commerce, Bureau of the Census. 1995b. 1992 Census of

Manufactures, Industry Series: Industrial Organic Chemicals. \Washington, DC:
Government Printing Office.

U.S. Department of Commerce, Bureau of the Census. 1990b. 1987 Census of
Manufactures, Industry Series, Paints and Allied Products. \Washington, DC:
Government Printing Office.

4.7 Electric Services (SIC 4911/NAICS 22111)

The ongoing process of deregulation of wholesale and retail electric markets is changing the
structure of the electric power industry. Deregulation is leading to the functional unbundling of
generation, transmission, and distribution and to competition in the generation segment of the industry.
This profile provides background information on the U.S. el ectric power industry and discusses current
industry characteristics and trends that will influence the future generation and consumption of electricity.
It isimportant to note that through out this report the terms “boilers,” “ process heaters,” and “ units” are
synonymous with “1CI boilers” and “process heaters.” Boilers primarily engaged in the generation of
electricity are not covered by the NESHAP under analysis and are therefore excluded from this analysis.
Utility sources are not affected by this NESHAP except for asmall number of nonfossil fuel units within
this industry. Those unitsin thisindustry that are affected may be engaged in activities such as heating
and mechanized work.

4.7.1 Electricity Production

Figure 4-1 illustrates the typical structure of the electric utility market. Even with the
technological and regulatory changes in the 1970s and 1980s, at the beginning of the 1990s the structure of
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the electric utility industry could till be characterized in terms of generation, transmission, and
distribution. Commercial and retail customers were in essence “ captive,” and rates and service quality
were primarily determined by public utility commissions.

The majority of utilitiesareinterconnected and belong to aregiona power pool. Pooling
arrangements enable facilitiesto coordinate the economic dispatch of generation facilities and manage
transmission congestion. In addition, pooling diverse loads can increase | oad factors and decrease costs by
sharing reserve capacity.

4.7.1.1 Generation

As shown in Table 4-23, coal-fired plants have historically accounted for the bulk of electricity
generation in the United States. With abundant nationa coal reserves and advances in pollution abatement
technology, such as advanced scrubbers for pulverized coal and flue gas-desulfurization systems, coal will
likely remain the fuel of choice for most existing generating facilities over the near term.

Natural gas accountsfor approximately 10 percent of current generation capacity but is expected
to grow; advances in natural gas exploration and extraction technologies and new coal gasification have
contributed to the use of natural gas for power generation.

Nuclear plants and renewable energy sources (e.g., hydroelectric, solar, wind) provide
approximately 20 percent and 10 percent of current generating capacity, respectively. However, there are
no plans for new nuclear facilities to be constructed, and there islittle additional growth forecasted in
renewable energy.

Table 4-23. Net Generation by Energy Source, 1995

Utility Generators Nonutility
Energy Source (MWh) Generators (MWh) Total (MWh)

Fossil fuels 2,021,064 287,696 2,308,760

Coal 1,652,914 63,440

Natural gas 307,306 213,437

Petroleum 60,844 3,957
Nuclear 673,402 — 673,402
Hydroelectric 293,653 14,515 308,168
Renewabl e/other 6,409 98,295 104,704
Total 2,994,582 400,505 3,395,033

Sources. U.S. Department of Energy, Energy Information Administration. 1996. Electric

Power Annual, 1995. Vol. 1. DOE/EIA-0348(95/1). Washington, DC: U.S.
Department of Energy.

U.S. Department of Energy, Energy Information Administration. 1999b. The Changing
Structure of the Electric Power Industry 1999: Mergers and Other Corporate
Combinations. Washington, DC: U.S. Department of Energy.
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Figure 4-1. Traditional Electric Power Industry Structure

4.7.1.2 Transmission

Transmission refersto high voltage lines used to link generators to substations where power is
stepped down for local distribution. Transmission systems have been traditionally characterized as a
collection of independently operated networks or grids interconnected by bulk transmission interfaces.

Within a well-defined service territory, the regulated utility has historically had responsibility for
all aspects of developing, maintaining, and operating transmissions. These responsibilitiesincluded

4-31



e system planning and expanding,
e maintaining power quality and stability, and
» responding to failures.

Isolated systems were connected primarily to increase (and lower the cost of) power reliability. Most
utilities maintained sufficient generating capacity to meet customer needs, and bulk transactions were
initially used only to support extreme demands or equipment outages.

4.7.1.3 Distribution

Low-voltage distribution systems that deliver electricity to customers comprise integrated
networks of smaller wires and substations that take the higher voltage and step it down to lower levels to
match customers’ needs.

The distribution system is the classic example of a natural monopoly because it is not practical to
have more than one set of lines running through neighborhoods or from the curb to the house.

4.7.2  Cost of Production

Table 4-24 shows total industry expenditures by production activities. Generation accounts for
approximately 75.6 percent of the cost of delivered electric power in 1996. Transmission and distribution
accounted for 2.5 percent and 5.6 percent, respectively. Customer accounts and sales and administrative
costs accounted for the remaining 16.3 percent of the cost of delivered power.

4.7.3  Organization of the Industry

Because the restructuring plans and time tables are made at the state level, the issues of asset
ownership and control throughout the current supply chain in the electric power industry vary from state to
state. However, the activities conducted throughout the supply chain are generally the same. This section
focuses on the generation segment of the market because all the boilers affected by the regulation are
involved in generation.

As part of deregulation, the transmission and distribution of electricity are being separated from
the business of generating electricity, and a new competitive market in electricity generation is evolving.
As power generators prepare for the competitive market, the share of electricity generation attributed to
nonutilities and utilities is shifting.

More than 7,000 electricity suppliers currently operate in the U.S. market. As shown in Table
4-25, approximately 42 percent of suppliers are utilities and 58 percent are nonutilities. Utilitiesinclude
investor-owned, cooperatives, and municipal systems. Of the approximately 3,100
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Table 4-24. Total Expenditures in 1996 ($10°)

Customer  Administration
Utility Distributio  Accounts and General
Ownership  Generation Transmission n and Sales Expenses
Investor- 80,891,644 2,216,113 6,124,443 6,204,229 13,820,059
owned
Publicly 12,495,324 840,931 1,017,646 486,195 1,360,111
owned
Federal 3,685,719 327,443 1,435 55,536 443,809
Cooperatives 15,105,404 338,625 1,133,984 564,887 1,257,015
112,178,091 3,723,112 8,277,508 7,310,847 16,880,994
75.6% 2.5% 5.6% 4.9% 11.4%
148,370,552

Sources. U.S. Department of Energy, Energy Information Administration (EIA). 1998b.
Financial Statistics of Major Publicly Owned Electric Utilities, 1997.
Washington, DC: U.S. Department of Energy.

U.S. Department of Energy, Energy Information Administration (EIA). 1997. Financial
Statistics of Major U.S. Investor-Owned Electric Utilities, 1996. Washington, DC: U.S.

Department of Energy.
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utilities operating in the United States, only about 700 generate el ectric power. The majority of utilities
distribute electricity that they have purchased from power generators via their own distribution systems.

Utility and nonutility generators produced atotal of 3,369 billion kWh in 1995. Although utilities
generate the vast majority of electricity produced in the United States, nonutility generators are quickly
eroding utilities’ shares of the market. Nonutility generatorsinclude private entities that generate power
for their own use or to sell to utilities or other end users. Between 1985 and 1995, nonutility generation
increased from 98 hillion kWh (3.8 percent of total generation) to 374 billion kWh (11.1 percent).

Figure 4-2 illustrates this shift in the share of utility and nonutility generation.

4.7.3.1 Utilities

There are four categories of utilities: investor-owned utilities (I0Us), publicly owned utilities,
cooperative utilities, and federal utilities. Of the four, only IOUs always generate electricity.

I0Us are increasingly selling off generation assets to nonutilities or converting those assets into
nonutilities (Haltmaier, 1998). To prepare for the competitive market, IOUs have been lowering their
operating costs, merging, and diversifying into nonutility businesses.

In 1995, utilities generated 89 percent of electricity, a decrease from 96 percent in 1985. 10Us
generate the majority of the electricity produced in the United States. |OUs are either individual
corporations or a holding company, in which a parent company operates one or more utilitiesintegrated
with one another. 10Us account for approximately three-quarters of utility generation, a percentage that
held constant between 1985 and 1995.

Many states, municipalities, and other government organizations also own and operate utilities,
although the majority do not generate electricity. Those that do generate electricity operate capacity to
supply some or al of their customers needs. They tend to be small, localized outfits and can be found in
47 states. These publicly owned utilities accounted for about one-tenth of utility generation in 1985 and
1995. In aderegulated market, these generators may be in direct competition with other utilities to service
their market.

Table 4-25. Number of Electricity Suppliers in 1999

Electricity Suppliers Number Percent
Utilities 3,124 42%
Investor-owned utilities 222
Cooperatives 875
Municipd systems 1,885
Public power districts 73
State projects 55
Federal agencies 14
Nonutilities 4,247 58%
Nonutilities (excluding EWGS) 4,103
Exempt wholesale generators 144
Total 7,371 100%
Source: U.S. Department of Energy, Energy Information Administration (EIA). 1999b.

The Changing Structure of the Electric Power Industry 1999: Mergers and Other
Corporate Combinations. Washington, DC: U.S. Department of Energy.
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Other Public

Other Public

Federal

Federal

Investor-Owned

Investor-Owned

1988

Nonutilities
1998

Any
Combination

Cogen QF Cogen QF
EWG
SPP QF 0% EWG
SPP QF

Cogen Non-QF

Cogen Non-QF

Other Non-QF

Other Non-QF

4%
10%
9%

Shares of Total

77% Utility Generation

1998 Utility Total
3,212 Billion kWh

A

1998 Nonutility Total
406 Billion kWh
Shares of Total

Nonutility Generation

1998 Generation
Utility 89%
Nonutility 11%

1%

61%

12%

12%
7%
7%

2 Includes facilities classified in more than one of the following FERC designated categories: cogenerator QF, small power
producer QF, or exempt wholesd e generator.

Cogen = Cogenerator.
EWG = Exempt wholesd e generator.

Other Non-QF = Nocogenerator Non-QF.

QF = Qualifying facility.
SPP = Small power producer.
Note:

Sources.

Sum of components may not equal total due to independent rounding. Classes for nonutility generation are determined
by the dass of each generating unit.

Utility data: U.S. Department of Energy, Energy Information Administration (EIA). 1996. Electric Power Annual

1995. Volumes| and Il. DOE/EIA-0348(95)/1. Washington, DC: U.S. Department of Energy; Table 8 (and previous
issues); 1985 nonutility data: Shares of generation estimated by EIA; totd generation from Edison Electric Institute
(EEI). 1998. Statistical Yearbook of the Electric Utility Industry 1998. November. Washington, DC; 1995 nonutility
data: U.S. Department of Energy, Energy Information Administration (EIA). 1996. Electric Power Annual 1995.
Volumes| and II. DOE/EIA-0348(95)/1. Washington, DC: U.S. Department of Energy.

Figure 4-2. Utility and Nonutility Generation and Shares by Class, 1988 and 1998
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Rural electric cooperatives are formed and owned by groups of residentsin rural areas to supply
power to those areas. Cooperatives generally purchase from other utilities the energy that they sell to
customers, but some generate their own power. Cooperatives only produced 5 percent of utility generation
in 1985 and only 6 percent in 1995.

Utilities owned by the federal government accounted for about one-tenth of generation in both
1985 and 1995. The federal government operated a small number of large utilities in 1995 that supplied
power to largeindustrial consumers or federal installations. The Tennessee Valley Authority is an
example of afederal utility.

4.7.3.2 Nonutilities

Nonutilities are private entities that generate power for their own use or to sell to utilities or other
establishments. Nonutilities are usually operated at mines and manufacturing facilities, such as chemical
plants and paper mills, or are operated by electric and gas service companies (DOE, EIA, 1998a). More
than 4,200 nonutilities operate in the United States.

4.7.4 Demand Side of the Industry
4.7.4.1 Electricity Consumption

This section analyzes the growth projections for e ectricity consumption as well as the price
elasticity of demand for electricity. Growth in electricity consumption has traditionally paralleled gross
domestic product growth. However, improved energy efficiency of eectrica equipment, such as high-
efficiency motors, has slowed demand growth over the past few decades. The magnitude of the
relationship has been decreasing over time, from growth of 7 percent per year in the 1960s down to 1
percent in the 1980s. Asaresult, determining what the future growth will beis difficult, although it is
expected to be positive (DOE, EIA, 1999a). Table 4-26 shows consumption by sector of the economy
over the past 10 years. The table shows that since 1989 electricity sales have increased at least 10 percent
in all four sectors. The commercial sector has experienced the largest increase, followed by residential
consumption.

In the future, residential demand is expected to be at the forefront of increased electricity
consumption. Between 1997 and 2020, residential demand is expected to increase at 1.6 percent annually.
Commercial growth in demand is expected to be approximately 1.4 percent, while
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Table 4-26. U.S. Electric Utility Retail Sales of Electricity by Sector, 1989 Through 1998

(10° KWh)

Period Residential Commercial Industrial Other* All dectors
1989 905,525 725,861 925,659 89,765 2,646,809
1990 924,019 751,027 945,522 91,988 2,712,555
1991 955,417 765,664 946,583 94,339 2,762,003
1992 935,939 761,271 972,714 93,442 2,763,365
1993 994,781 794,573 977,164 94,944 2,861,462
1994 1,008,482 820,269 1,007,981 97,830 2,934,563
1995 1,042,501 862,685 1,012,693 95,407 3,013,287
1996 1,082,491 887,425 1,030,356 97,539 3,097,810
1997 1,075,767 928,440 1,032,653 102,901 3,139,761
1998 1,124,004 948,904 1,047,346 99,868 3,220,121
Percentage 19% 24% 12% 10% 18%
change
1989-1998

# Includes public street and highway lighting, other salesto public authorities, sales to railroads
and railways, and interdepartmental saes.

Sources: U.S. Department of Energy, Energy Information Administration (EIA). 1999d.
Electric Power Annual 1998. Volumes| and Il. Washington, DC: U.S.

Department of Energy.

U.S. Department of Energy, Energy Information Administration (EIA). 1996. Electric
Power Annual 1995. Volumes| and II. Washington, DC: U.S. Department of Energy.

industry is expected to increase demand by 1.1 percent (DOE, EIA, 1999a). Figure 4-3 shows the annual
el ectricity sales by sector from 1970 with projections through 2020.

The literature suggests that electricity consumption is relatively price inelastic. Consumers are
generally unable or unwilling to forego a large amount of consumption as the price increases. Numerous
studies have investigated the short-run elasticity of demand for electricity. Overall, the studies suggest
that, for a 1 percent increase in the price of electricity, demand will decrease by 0.15 percent. However, as
Table 4-27 shows, elasticities vary greatly, depending on the demand characteristics of end users and the
price structure. Demand elasticities are estimated to range from a—0.05 percent elasticity of demand for a
“flat rates’ case (i.e., no time-of-use assumption) up to a—0.50 percent demand elasticity for a “high
consumer response” case (DOE, EIA, 1999c).
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Figure 4-3. Annual Electricity Sales by Sector

4.7.4.2 Trends in the Electricity Market

Beginning in the latter part of the 19th century and continuing for about 100 years, the prevailing
view of policymakers and the public was that the government should use its power to require or prescribe
the economic behavior of “natural monopolies” such as electric utilities. The traditional argument is that it
does not make economic sense for there to be more than one supplier—running two sets of wiresfrom
generating facilities to end users is more costly than one set. However, since monopoly supply is not
generally regarded as likely to provide a socidly optimal alocation of resources, regulation of rates and
other economic variables was seen as a necessary feature of the system.

Beginning in the 1970s, the public policy view shifted against traditional regulatory approaches
and in favor of deregulation for many important industries including transportation, communications,
finance, and energy. The major driversfor deregulation of electric power included the following:

» existence of rate differentials across regions offering the promise of benefits from more
efficient use of existing generation resources if the power can be transmitted across larger
geographic areas than was typical in the era of industry regulation;

the erosion of economies of scale in generation with advances in combustion turbine technology;

» complexity of providing aregulated industry with the incentives to make socially efficient
investment choices;

» difficulty of providing aresponsive regulatory process that can quickly adjust rates and
conditions of service in response to changing technological and market conditions; and

» complexity of monitoring utilities cost of service and establishing cost-based rates for various
customer classes that promote economic efficiency while at the same time addressing equity
concerns of regulatory commissions.

Viewed from one perspective, not much changes in the electric industry with restructuring. The
same functions are being performed, essentially the same resources are being used, and in a broad sense
the same reliability criteria are being met. In other ways, the very nature of restructuring, the harnessing of
competitive forcesto perform a previously regulated function, changes almost everything. Each provider
and each function become separate competitive entities that must be judged on their own.

This move to market-based provision of generation servicesis not matched on the transmission
and distribution side. Network interactions on AC transmission systems have made it impossible to have
separate transmission paths compete. Hence, transmission and distribution remain regulated.
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Transmission and generation heavily interact, however, and transmission congestion can prevent specific
generation from getting to market. Transmission expansion planning becomes an open process with many
interested parties. Thisopen process, coupled with frequent public opposition to transmission expans on,
slows transmission enhancement. The net result is greatly increased pressure on the transmission system.
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Table 4-27. Key Parameters in the Cases

Key Assumptions
Short-Run
Elasticity
Cost Reduction
of
and Efficiency Demand Natural Gas Capacity
Case Name Improvements (Percent) Prices Additions
AEO97 Reference AEO97 Reference — AEO97 As needed
Case Case Reference Case to meet demand
No Competition No change from — AEOQ97 As needed
1995 Reference Case to meet demand
Flat Rates AEQ97 Reference -0.05 AEQ97 As needed
(no time-of -use rates) Case Reference Case to meet demand
M oderate Consumer AEO97 Reference -0.15 AEOQ97 As needed
Response Case Reference Case to meet demand
High Consumer AEQ97 Reference -0.50 AEQ97 As needed
Response Case Reference Case to meet demand
High Efficiency Increased cost -0.15 AEO97 As needed
SVIngs "’?”d Reference Case to meet demand
efficiencies
No Capacity Additions AEO97 Reference -0.15 AEQ97 Low Qil Not allowed
Case and Gas Supply
Technology Case
High Gas Price AEO97 Reference -0.15 AEQ97 High QOil As needed
Case and Gas Supply to meet demand
Technology Case
Low Gas Price AEQ97 Reference -0.15 AEO97 As needed
Case Reference Case to meet demand
High Vaue of AEO97 Reference -0.15 AEO97 As needed
Reliability Case Reference Case to meet demand
Half O&M AEO97 Reference -0.15 AEO97 As needed
Case Reference Case to meet demand
Intense Competition AEOQO97 Reference -0.15 AEQ97 As needed to
Case Reference Case  meet demand
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Restructuring of the electric power industry could result in any one of several possible market
structures. In fact, different parts of the country will probably use different structures, as the current trend
indicates. The eventual structure may be dominated by a power exchange, bilateral contracts, or a
combination. A strong Regional Transmission Organization (RT O) may operate in the area, or avertically
integrated utility may continue to operate a control area. In any case, several important characteristics will
change:

» Commercial provision of generation-based services (e.g., energy, regulation, load following,
voltage control, contingency reserves, backup supply) will replace regulated service provision.
This drastically changes how the service provider is assessed.

» Individual transactionswill replace aggregated supply meeting aggregated demand. It will be
necessary to continuously assess each individual’s performance.

e Transaction sizeswill shrink. Instead of dealing only in hundreds and thousands of MW, it
will be necessary to accommodate transactions of afew MW and less.

» Supply flexibility will greatly increase. Instead of services coming from afixed fleet of
generators, service provision will change dynamically anong many potential suppliers as
market conditions change.
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CHAPTER S
ECONOMIC ANALYSIS METHODOLOGY

The rule to control emissions of HAPs from industrial, commercial, and institutional boilers and
process heaters will affect almost all sectors of the U.S. economy. Several marketswill bear the direct
compliance costs. In addition, sectors that consume energy will also bear indirect costs through higher
prices for energy. Finally, consumers of goods and services will experience impacts from higher market
prices.

This chapter presents the methodology for analyzing the economic impacts of the NESHAP. This
economic analysis provides the economic data and supporting information needed by EPA to support its
regulatory determination. The methodology to operationalize this theory is based on microeconomic
theory and the methods developed for earlier EPA studies. These methods are tailored to and extended for
this analysis, as appropriate, to meet EPA’ s requirements for an EIA of controls placed on boilers and
process heaters.

This methodology chapter includes background information on typica economic modeling
approaches, the conceptual approach selected for this EIA, and an overview of the computerized market
model used in the analysis with emphasis on the links between energy markets and the markets for goods
and services. Appendix A of thisRIA includesa description of the model’ s baseline data set and
specifications.

5.1 Background on Economic Modeling Approaches
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In general, the EIA methodology needs to alow EPA to consider the effects of the different
regulatory alternatives. Several types of economic impact modeling approaches have been developed to
support regulatory development. These approaches can be viewed as varying along two modeling
dimensions:

» thescope of economic decisionmaking accounted for in the model and
» the scope of interaction between different segments of the economy.

Each of these dimensions was considered in determining the approach for this study. The advantages and
disadvantages of different modeling approaches are discussed below.

5.1.1 Modeling Dimension 1: Scope of Economic Decisionmaking

Models incorporating different levels of economic decisionmaking can generally be categorized as
with behavior responses and without behavior responses (accounting approach). Table 5-1 provides a brief
comparison of the two approaches. The nonbehavioral approach essentially holds fixed all interactions
between facility production and market forces. It assumes that firms absorb all control costs and
consumers do not face any of the costs of regulation. Typicaly, engineering control costs are weighted by
the number of affected unitsto develop “engineering” estimates of the total annualized costs. T hese costs
are then compared to company or industry sales to determine the regulation’s impact.

Table 5-1. Comparison of Modeling Approaches

~ETA With Behavioral Responses
* Incorporates control costs into production function
* Includes change in quantity produced
* Includes change in market price
e Estimates impacts for
v affected producers
v/ unaffected producers
v/ consumers
v foreign trade
EIA Without Behavioral Responses
» Assumes firm absorbs all control costs
» Typically uses discounted cash flow analysis to evauate burden of control cods
* Includes depreciation schedules and corporate tax implications
» Doesnot adjust for changes in market price
» Doesnot adjust for changes in plant production

In contrast, the behavioral approach is grounded in economic theory related to producer and
consumer behavior in response to changes in market conditions. Owners of affected facilities are
economic agents that can, and presumably will, make adjustments such as changing production rates or
altering input mixes that will generally affect the market environment in which they operate. As producers
change their behavior in response to regulation, consumers are typically faced with changesin prices that
cause them to alter the quantity that they are willing to purchase. In essence, this approach modelsthe
expected reallocation of society’ s resourcesin response to a regulation. The changes in price and
production from the market-level impacts are used to estimate the distribution of social costs between
consumers and producers.
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5.1.2 Modeling Dimension 2: Interaction Between Economic Sectors

Because of the large number of markets potentially affected by the regulation on boilers and
process heaters, an issue arises concerning the level of sectoral interaction to model. In the broadest sense,
all markets are directly or indirectly linked in the economy; thus, the regulation affectsall commodities
and markets to some extent. For example, controls on boilers and process heaters may indirectly affect
almost all markets for goods and services to some extent because the cost of fuel (an input in the provision
of most goods and services) is likely to increase with the regulation in effect. However, the impact of
rising fuel priceswill differ greatly between different markets depending on how important fuel is as an
input in that market.

The appropriate level of market interactions to be included in the EIA is determined by the scope
of the regulation across industries and the ability of affected firms to pass along the regulatory costs in the
form of higher prices. Alternative approaches for modeling interactions between economic sectors can
generally be divided into three groups:

e Partial equilibrium model: Individual markets are modeled in isolation. The only factor
affecting the market is the cost of the regulation on facilities in the industry being modeled.

» General equilibrium model: All sectors of the economy are modeled together. General
equilibrium models operationalize neoclassical microeconomic theory by modeling not only
the direct effects of control costs, but also potential input substitution effects, changesin
production levels associated with changes in market prices across all sectors, and the
associated changes in welfare economywide. A disadvantage of genera equilibrium modeling
isthat substantial time and resources are required to develop anew model or tailor an existing
model for analyzing regulatory alternatives.

» Multiple-market partial equilibrium model: A subset of related markets are modeled together,
with intersectoral linkages explicitly specified. To account for the relationships and links
between different markets without employing a full general equilibrium model, analysts can
use an integrated partial equilibrium model. The multiple-market partial equilibrium approach
represents an intermediate step between a simple, single-market partial equilibrium approach
and a full general equilibrium approach. Thisapproach involvesidentifying and modeling the
most significant subset of market interactions using an integrated partial equilibrium
framework. In effect, the modeling technique is to link a series of standard partial equilibrium
models by specifying the interactions between supply functions and then solving for prices and
guantities across all markets simultaneously. In instances where separate markets are closely
related and there are strong interconnections, there are significant advantagesto estimating
market adjustmentsin different markets simultaneoudy using an integrated market modeling
approach.

5.2 Selected Modeling Approach for Boilers and Process Heaters Analysis

To conduct the analysis for the boilers and process heaters MA CT, the Agency used a market
modeling approach that incorporates behavioral responses in a multiple-market partial equilibrium model
as described above. This approach allows for a more realistic assessment of the distribution of impacts
across different groups than the nonbehavioral approach, which may be especially important in accurately
assessing the impacts of a significant rule affecting numerousindustries. Because of the size and
complexity of thisregulation, it isimportant to use a behavioral model to examine the distribution of costs
across society. Because the regulations on boilers and process heaters primarily affect energy costs, an
input into many production processes, complex market interactions need to be captured to provide an
accurate picture of the distribution of regulatory costs. Because of the large number of affected industries
under this MACT, an appropriate model should include multiple markets and the interactions between
them. Multiple-market partial equilibrium analysis provides a manageable approach to incorporate
interactions between energy markets and final product markets into the EIA to accurately estimate the
regulation’s impact.



The model used for this analysis includes energy, agriculture, manufacturing, mining, commercial,
and transportation markets affected by the controls placed on boilers and process heaters.® The energy
markets are divided into natural gas, petroleum products, coal, and electricity. The residential sector is
treated as a single representative demander in the energy markets.

Figure 5-1 presents an overview of the key market linkages included in the economic impact
model used for analyzing the boilers and process heaters MACT. The analysis emphasisis on the energy
supply chain and the consumption of energy by producers of goods and services. The industries most
directly affected by the boilers and process heaters MACT are the electricity industry, chemical industry
and pulp and paper industry. However, changes in the equilibrium prices and quantities of energy and
goods and services affect all sectors of the economy. (See Figure 5-1.) Thisanalysis explicitly modelsthe
linkages between these market segments to capture both the direct costs of compliance and the indirect
costs due to changes in prices. For example, production costs will increase for chemical companies using
boilers and process heaters as a result of the capital investments and monitoring costs, as well as the
resulting increase in the price of electricity used as an energy input in the production process.

The economic model also captures behavioral changes of producers of goods and services that
feedback into the energy markets. Changes in production levels and fuel switching in the manufacturing
process affect the demand for Btus in fuel markets. The change in output is determined by the size of the
cost increase per Btu (typically variable cost per output), the facility’s production function (slope of supply
curve), and the demand characteristics of the facility’ s downstream market (other market suppliers and
market demanders). For example, if consumers’ demand for a product is not very sensitive to price, then
producers can pass the majority of the cost of the regulation through to consumers and output may not
change appreciably. However, if only asmall proportion of market output is produced by producers
affected by the regulation, then competition will prevent the affected producers from raising their prices
significantly.

One possible feedback pathway that this analysis does not model istechnical changes in the
manufacturing process. For example, if the cost of Btus increases, a facility may use measures to increase
manufacturing efficiency or capture waste heat. Facilities could also possibly change the

*These markets are defined at the two- and three-digit NAICS code level. This allows for afairly disaggregated
examination of the regulation’s impact on producers. However, if the costs of the regulation are
concentrated on a particular subset of one of these markets, then treating the cost asif it fell on the entire
NAICS code may still underestimate the impacts on the subset of producers affected by the regulation.
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Figure 5-1. Links Between Energy and Goods and Services Markets

5-4



input mix that they use, substituting other inputs for fuel. These facility-level responses will also act to
reduce pollution, but including these responses is beyond the scope of this analysis.

5.2.1 Directly Affected Markets

Markets where boilers and process heaters are used as an input to production are considered to be
directly affected. Asoutlined in Chapter 3, facilities using several types of boilers or process heaters will
be required to add controls. In addition, alarger population of boilers and process heaters will incur
monitoring costs to comply with the regulation. Therefore, the regulation will increase their production
costs and cause these directly affected firms to reduce the quantity that they are willing to supply at any
given price.

5.2.1.1 Electricity Market

Boilers are used to generate power throughout the electricity industry. Even though utility boilers
are not covered under this regulation, the Agency estimates over 300 industrial, commercial, and
institutional boilersinvolved in providing electric services (SIC 4911/NAICS22111) will be affected.

M ost of these are owned by municipal electric service providers.

For this study, the electricity market was modeled as a nationally competitive market. The
electricity market is modeled this ways primarily due to tractability concerns. Given the difficulty in
ascertaining how many States would decide to deregulate their electricity markets, a competitive electricity
market was the most reasonable approach for this modeling exercise. The direct costs of compliance on
affected boilers lead to an upward shift in the total market supply for eectricity. Figure 5-2 illustrates the
shiftsin the supply curve for a representative energy market. In addition to the direct costs, the market for
electricity will also be indirectly affected through changesin fuel prices. Electricity generators are
extremely large consumers of coal, natural gas, and petroleum products. For example, some of the impact
of control costs on the petroleum industry will be on the electricity industry in the form of higher prices.
Indirect costs will also lead to an upward shift in the supply curve.

The demand for el ectricity is derived by aggregating across the goods and services markets and the
residential sector. Because of direct compliance costs on the goods and services markets, the demand
curve for electricity will shift downward. Therefore, it is ambiguous whether equilibrium quantity will rise
or fall. The changesin the price and quantity are determined by the relative magnitude of the shifts in the
price elasticities of the supply and demand curves.
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Figure 5-2. Market Effects of Regulation-Induced Costs

5.2.1.2 Petroleum Market

Control costs associated with boilers and process heaters will increase the cost of refining
petroleum products. The supply curve for petroleum products will shift upward by the proportional
increase in total production costs caused by the control costs on boilers and process heaters. For petroleum
products, a single composite product was used to model market adjustment because boilers and process
heaters are used throughout the refinement process, from distillation to reformulation. In addition,
examining the full heterogeneity of petroleum products and the impacts to all specific end products would
require amodel of much greater complexity than this one. As aresult, assigning coststo specific end
products and estimating economic impacts to them, such as fuel oil #2 or reformulated gasoline, is
difficult. The use of a composite product tends to understate the impacts for petroleum products where
compliance costs as a percentage of production costs are greater than average and overstate impacts for
products where compliance costs as a percentage of production costs are less than average.



5.2.1.3 Goods and Services Markets: Agriculture, Manufacturing, Mining, Commercial, and
Transportation

Many manufacturing facilities use boilers and process heaters in their production processes to
generate steam and process heat. Commercial entities use boilers for space heating and to generate
supplementary electricity. In addition to the direct costs of the regulation, goods and services markets are
indirectly affected through price increases in the energy markets.

Directly affected producers are segmented into sectorsdefined at the two- or three-digit NAICS
code level. A partial equilibrium analysis was conducted for each sector to model the supply and demand.
Changes in production levels and fuel switching due to the regulation’s impact on the price of Btus were
then linked back into the energy markets.

The impact of the regulation on producers in these sectors was modeled as an increase in the cost
of Btus used in the production process. In this context, Btus refer to the generic energy requirements used
to generate process heat, process steam, or shaft power. Compliance costs associated with the regulation
will increase the cost of Btu production in the manufacturing sectors. The cost of Btu production for
industry increases because of both direct control costs on boilers and process heaters owned by
manufacturers, and increases in the price of fuels. Because Btus are an input into the production process,
these price increases lead to an upward shift in the facility (and industry) supply curves as shown in Figure
5-2, leading to a change in the equilibrium market price and quantity.

The changes in equilibrium supply and demand in each market are model ed to estimate the
regulation’s impact on each sector. In aperfectly competitive market, the point where supply equals
demand determines the market price and quantity, so market price and quantity are determined by solving
the model for the price where the quantity supplied and the quantity demanded are equal. The size of the
regulation-induced shiftsin the supply curveis a function of the total direct control costs associated with
boilers and process heaters and the indirect fuel costs (determined by the change in fuel price and intensity
of use) in each goods and services market. The proportional shift in the supply curveisdetermined by the
ratio of total control costs (both direct and indirect) to total revenue.
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Figure 5-3. Fuel Market Interactions with Facility-Level Production Decisions

Thisimpact on the price of Btus facing industrial users feeds back to the fuel market in two ways
(see Figure 5-3). The first isthrough the company’s input decision concerning the fuel(s) that will be used
for its manufacturing process. As the cost of Btus increases, firms may switch fuels and/or change
production processes to increase energy efficiency and reduce the number of Btus required per unit of
output. Fuel switching impacts were modeled using cross-price €l asticities of demand between energy
sources. For example, a cross-price elasticity of demand between natural gas and electricity of 0.5 implies
that a 1 percent increase in the price of electricity will lead to a 0.5 percent increase in the demand for
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natural gas. Own-price elagticities of demand are used to estimate the change in the use of fuel by
demanders. For example, a demand elasticity of —0.175 for electricity implies that a 1 percent increase in
the price of electricity will lead to a 0.175 percent decrease in the quantity of electricity demanded.

The second feedback pathway to the energy markets is through the facility’s change in output.
Because Btus are an input into the production process, energy price increases lead to an upward shift in the
facility supply curves (not modeled individually). Thisleadsto an upward shift in the industry supply
curve when the shifts at the facility level are aggregated across facilities. A shift in the industry supply
curve leads to a change in the equilibrium market price and quantity. In aperfectly competitive market,
the point where supply equals demand determines the new market price and quantity. The Agency
modeled the feedback into the energy market by assuming that the percentage change in output in the
manufacturing sectors translates into a equivalent percentage change in the demand for energy (Btus).
This implies that there are constant returns to scale from energy inputs in the manufacturing process over
the relevant range of output and time period of analysis. Thisis an appropriate assumption for this
analysis because the output changesin these sectors being modeled are relatively small (alwaysless than 1
percent) and reflect short-run production decisions.’

The Agency assumed that the demand curves for goods and servicesin all sectors are unchanged
by the regulation. However, because the demand function quantifies the change in quantity demanded in
response to a change in price, the baseline demand conditions are important in determining the regulation’s
impact. The key demand parameters are the elagticities of demand with respect to changes in the price of
goods and services. For these markets, a “reasonable” range of elasticity values isassigned based on
estimates from similar commodities. Because price changes are anticipated to be small, the point
elasticities at the original price and quantity should be applicable throughout the relevant range of prices
and quantities examined in this model.

For more information on how these energy markets are modeled in this analysis, please refer to
Appendix B of the RIA.

5.2.2 Indirectly Affected Markets

In addition to the many markets that are directly affected by the regulation on boilers and process
heaters, some markets feel the regulation’s impacts despite having no direct costs resulting from the
regulation. Firmsin these markets generally face changes in the price of energy that affect their
production decisions.

5.2.2.1 Market for Coal

The coal market is not directly affected by the regulation, but it has the potential to be significantly
affected through indirect costs. Although boilers and process heaters are not commonly used in the
production or transportation of coal, the supply of coal will be affected by the price of energy used in coal
production. However, the indirect impacts on coal production costs are relatively small compared to the
direct impacts on the production costs in the electricity and petroleum markets; thus, the “relative” price of
coal (per Btu) will decrease compared with other energy sources.

The demand for coal from the industrial sectors will be affected by differencesin compliance costs
by fuel type applied to boilers and process heaters in the industrial sectors. Because compliance costs are
high for coal-fired units, manufacturers will switch away from coal units toward natural gas units with
lower compliance costs. However, the overall impact on the demand for coal isambiguous because the
relative increase in the cost of producing Btus by burning coa will be offset by the relative decrease in the
price of coal. Similarly, the demand for coal by utility generators will be affected through changes in the
relative price of alternative (noncoal) energy sources and direct costs on coal boilers.

5.2.2.2 Natural Gas Market

The natural gas market is included in the economic model to complete coverage of the energy
markets. EPA projects that there are no direct and minimal indirect impacts on the production costs of
natural gas. However, the demand for natural gas will increase because of the relative decrease in the price
of natural gas and the lower relative compliance costs for gas-fired boilers and process heaters.

"Long-run production decisions of fuel switching and increased energy efficiency are captured by the cross- and
own-price elasticities in the energy markets.
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5.2.2.3 Goods and Services Markets

Some goods and services markets do not include any boilers or process heaters and are therefore
not directly affected by the regulation. However, these markets will still be affected indirectly because of
the changes in energy prices that they will face following the regulation. There will be a tendency for
these users to shift away from electricity and petroleum products and towards natural gas and coal.

5.2.2.4 Impact on Residential Sector

The residential sector does not bear any direct costs associated with the regulation because this
sector does not own boilers or process heaters. However, they bear indirect costs due to price increases.
The residential sector is a significant consumer of electricity, natural gas, and petroleum products used for
heating, cooling, and lighting, as well as many other end uses. The change in the quantity of energy
demanded by these consumers in response to changesin energy prices is modeled as a single demand
curve parameterized by demand elasticities for residential consumers obtained from the literature.

5.3 Operationalizing the Economic Impact Model

Figure 5-4 illustrates the linkages used to operationalize the estimation of economic impacts
associated with the compliance costs. Compliance costs placed on boilers and process heaters shift the
supply curve for electricity and petroleum products. Adjustments in the electricity and petroleum energy
markets determine the share of the cost increases that producers (electric service providers and petroleum
companies) and consumers (product manufacturers, commercial business, and residential households) bear.

The supply and demand relationships between the energy markets are fully modeled. For
example, changesin €l ectricity production feed back and affect the demand for coal, natural gas and
petroleum products. Similar changes in refinery production affect the petroleum industry’s demand for
electricity.

M anufacturers experience supply curve shifts due to control costs on affected boilers and process
heaters they operate and changes in prices for natural gas, petroleum, electricity, and coal. The share of
these costs borne by producers and consumers is determined by the new equilibrium price and quantity in
the goods and services markets. Changes in manufacturers Btu demands due to fud switching and
changes in production levels feed back into the energy markets.

Adjustmentsin price and quantity in all markets occur ssmultaneously. A computer model was
used to numerically simulate market adjustments by iterating over commaodity prices until equilibrium is
reached (i.e., until the quantity supplied equals the quantity demanded in all markets being modeled).
Using the results provided by the model, economic impacts of the regulation (changesin consumer and
producer surplus) were estimated for all sectors of the economy being modeled.
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5.3.1 Computer Model

The computer model comprises a series of computer spreadsheet modules. The modules integrate
the engineering cost inputs and the market-level adjustment parameters to estimate the regulation’ s impact
on the price and quantity in each market being analyzed. At the heart of the model isa market-clearing
algorithm that compares the total quantity supplied to the total quantity demanded for each market
commodity.

Current prices and production levels are used to calibrate the baseline scenario (without
regulation) for the model. Then, the compliance costs associated with the regulation are introduced as a
“shock” to the system, and the supply and demand for market commodities are allowed to adj ust to
account for the increased production costs resulting from the regulation. Using an iterative process, if the
supply does not equal demand in all markets, a new set of pricesis“called out” and sent back to producers
and consumersto “ask” what quantities they would supply and demand based on these new prices. This
technique is referred to as an auctioneer approach because new prices are continually called out until an
equilibrium set of pricesis determined (i.e., where supply equals demand for all markets).

Supply and demand quantities are computed at each price iteration. The market supply for each
market is obtained by using a mathematical specification of the supply function, and the key parameter is
the point elasticity of supply at the baseline condition. Supply elasticities are traditionally the most
difficult to abtain from prior sources and analyses. As aresult, EPA used an assumed vaue of 0.75 for 21
of the 25 manufacturing, agriculture, other mining, transportation, and commercia industries. The
remaining 4 supply elasticities (for the textile mills, textile products, primary metals, and other mining
industries) were obtained from a previous report conducted for EPA by E.H. Pechan and Associates, Inc
(1997), and studies by Warfield, et al (2001) and the U.S. International Trade Commission (2001)%. EPA
is currently using the last two studies to study the economic impacts of MACT standards for the Fabric
Coatings, Taconite, and Steel Industries. Table 5-2 lists the supply elasticitiesfor the markets used in the
model.

The demand curves for the energy markets are the sum of demand responses across all markets.
The demand for energy in the manufacturing sectors is a derived demand cal cul ated using baseline energy
usage and changes associated with fuel switching and changes in output levels. Similarly, the energy
demand in residential sectorsis obtained through mathematical specification of a demand function (see
Appendix A).

The demand for goods and service in the two- and three-digit NAICS code manufacturing sectors
is obtained by using a mathematical specification of the demand function. Demand elasticity estimates are
more readily available from literature searches. The majority of demand elasticities for the manufacturing
sectors were obtained from the E.H. Pechan and Associates, Inc. report (1997) prepared for the RIA of the
PM NAAQSin 1997. This document reports results of a substantive literature search for elasticity
estimates for use in conducting an analysis of the NAAQS. Point estimates are reported for 22 of the 25
and are derived from previous EPA analyses and sel ected working papers. Absent information for the
remaining 3 industries (the transportation, construction, and commercia sectors), we have assumed a
demand elasticity value of -1.0. Table 5-2 lists the demand elasticities for the markets used in the model.

EPA modeled fuel switching using secondary data developed by the U.S. Department of Energy
for the National Energy Modeling System (NEM S). Table 5-3 contains fuel price el asticities of demand
for electricity, natural gas, petroleum products, and coal. The diagonal elementsin the table represent
own-price elasticities. For example, the table indicates that for steam coal, a 1 percent change in the price
of coal will lead to a 0.499 percent decrease in the use of coal. The off diagonal elements are cross-price
elasticities and indicate fuel switching propensities. For example, for steam coal, the second column
indicatesthat a 1 percent increasein the price of coal will lead to a 0.061 percent increase in the use of
natural gas.

5.3.2 Calculating Changes in Social Welfare

8Pechan reportsthe results of their literature review in Appendix B. Point estimates are provided by SIC code.
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The boilers and process heaters MACT will impact almost every sector of the economy, either
directly through control costs or indirectly through changes in the price of energy and final products. For
example, ashare of control costs that originatein the energy marketsis passed through the goods and
services markets and borne by both the producers and consumers of their products.
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Table 5-2. Supply and Demand Elasticities

Demand Elasticities
Supply Elasticities Industrial Residential’ Transportation Commercial

Petroleum 0.58° Derived -0.28 Derived Derived
Natural Gas 0.41° Derived -0.26 Derived Derived
Electricity 0.75° Derived -0.23 Derived Derived
Coal 1.00° Derived -0.26 Derived Derived

NAICS Description Supply* Demand*
311 Food 0.75° -0.30
312 Beverage and Tobacco Products 0.75° -1.30
313 Textile Mills 0.37° -0.85°
314 Textile Product Mills 0.37° —-0.85°
315 Apparel 0.75° -1.80
316 Leather and Allied Products 0.75° -1.20
321 Wood Products 0.75° -0.20
322 Paper 1.20° -1.09
323 Printing and Related Support 0.75° -1.80
325 Chemicals 0.75° -1.50
326 Plastics and Rubber Products 0.75° -1.80
327 Nonmetallic Mineral Products 0.75° —-0.90
331 Primary M etals 3.50' -0.80
332 Fabricated M etal Products 0.75° -0.20
333 Machinery 0.75° -0.50
334 Computer and Electronic Products 0.75° -0.30
335 Electrical Equipment, Appliances, and Components 0.75° -0.50
336 Transportation Equipment 0.75° -1.00°
337 Furniture and Related Products 0.75° -3.40
339 Miscellaneous 0.75° —-0.60
11 Agricultural Sector 0.75° -1.80
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Table 5-2. Supply and Demand Elasticities (continued)

NAICS Description Supply” Demand”
23 Construction Sector 0.75° -1.00°
21 Other Mining Sector 0.43 -0.30
48 Transportation 0.75° -0.70
Commercial _Commercial 0.75° -1.00°

U.S. Department of Energy, Energy Information Administration (EIA). “Issuesin Midterm Analysis and
Forecasting 1999—Table 1.” <http://www.eia.doe.gov/oaif/issues/pricetbl1.html>. As obtained on May 8, 2000a.

® Dahl, Carol A., and Thomas E. Duggan. 1996. “U.S. Energy Product Supply Elasticities: A Survey and
Application to the U.S. Oil Market.” Resource and Energy Economics18:243-263.

¢ Assumed value.

E.H. Pechan & Associates, Inc. 1997. Qualitative Market Impact Analysis for Implementation of the Selected
Ozone and PM NAAQS. Appendix B. Prepared for the U.S. Environmental Protection Agency.

¢ Warfield, etal. 2001. “Multifiber Arrangement Phaseout: Implications for the U.S. Fibers/TextilesFabricated
Products Complex.” www.fibronet.com.tw/mirron/ncs/9312/mar.html> As obtained September 19, 2001.

U.S. International Trade Commission (USITC). November 21, 2001. M emorandum to the Commission from Craig
Thomsen, John Giamalua, John Benedetto, Joshua L evy, International Economists. Investigation No. TA-201-73:
STEEL-Remedy M emorandum.

To estimate the total change in social welfare without double-counting impacts across the linked
partial equilibrium markets being modeled, EPA quantified social welfare changes for the following
categories:

e change in producer surplus in the energy markets;

» change in producer surplus in the goods and services markets;

« changein consumer surplusin the goods and services markets; and
« changein consumer surplusin the residential sector.

Figure 5-5 illustrates the change in producer and consumer surplus in the intermediate energy market and
the goods and services markets. For example, assume a simple world with only one energy market,
wholesale electricity, and one product market, pulp and paper. If the regulation increases the cost of
generating wholesale electricity, then part of the cost of the regulation will be borne by the electricity
producers as decreased producer surplus, and part of the costswill be passed on to the pulp and paper
manufacturers. In Figure 5-5(a), the pulp and paper manufacturers are the consumers of electricity, so the
change in consumer surplusis displayed. Thischangein consumer surplusin the energy market is
captured by the product market (because the consumer is the pulp and paper industry in this case), where it
is split between consumer surplus and producer surplus in those markets. Figure 5-5(b) shows the change
in producer surplusin the energy market, where B represents an increase in producer surplusand C
represents a decrease.
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Table 5-3. Fuel Price Elasticities

Own and Cross Elasticities

Inputs Electricity = Natural Gas Coal Residual Distillate
Electriaty -0.074 0.092 0.605 0.080 0.017
Natural Gas 0.496 —0.229 1.087 0.346 0.014
Steam Coal 0.021 0.061 —0.499 0.151 0.023
Residual 0.236 0.036 0.650 —0.587 0.012
Distillate 0.247 0.002 0.578 0.044 —0.055

Source: U.S. Department of Energy, Energy Information Administration (EIA). January 2000b. Model
Documentation Report: Industrial Sector Demand Module of the National Energy Modeling System.
DOE/EIA-M 064(2000). Washington, DC: U.S. Department of Energy.

As shown in Figures 5-5(c) and 5-5(d), the cost affects the pulp and paper industry by shifting up
the supply curvein the pulp and paper market. These higher electricity prices therefore lead to costsin the
pulp and paper industry that are distributed between producers and consumers of paper productsin the
form of lower producer surplus and lower consumer surplus. Note that the change in consumer surplusin
the intermediate energy market must equal the total change in consumer and producer surplusin the
product market. Thus, to avoid double-counting, the change in consumer surplus in the intermediate
energy market was not quantified; instead the total change in social welfare was calculated as

Change in Social Welfare = Y APSE + Y APSF + Y ACSF + Y ACSR (5.1)
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Figure 5-5. Changes in Economic Welfare with Regulation

where
APSE = change in producer surplusin the energy markets;
APSF = changein producer surplusin the goods and services markets;
ACSF = changein consumer surplusin the goods and services markets; and

ACSR = change in consumer surplusin the commercial, residential, and transportation energy
markets.

Appendix A contains the mathematical algorithms used to calculate the change in producer and consumer
surplus in the appropriate markets. The market analysisis conducted for the year 2005 and incorporates
both growth in supply and demand. The data for 2005 are based on projections of Department of Energy
data and Census data, as well as projections based on the engineering data used in preparing the profile
datathat is an input to this analysis. Appendix A contains more information on the specific data sets and
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how they are used to construct a baseline data set for 2005 for use in this analysis. Both new and existing
sources are evaluated using the same analysis approach.

Appendix B contains alist of key assumptions that underlie the model used to calculate economic
impacts in this report, and also the results of sensitivity analyses conducted which reflect the outcomes
from varying key parameters such as demand and supply elasticities.

The engineering control costs presented in Chapter 3 are inputs (regulatory “shocks”) in the
market model approach. The magnitude and distribution of the regulatory costs’ impact on the economy
depend on the relative size of the impact on individual markets (relative shift of the market supply curves)
and the behavioral responses of producers and consumers in each market (measured by the price
elasticities of supply and demand).

CHAPTER 6
ECONOMIC IMPACT ANALYSIS RESULTS

The underlying objective of the EIA isto evaluate the effect of the regulation on the welfare of
affected stakeholders and society in general. Although the engineering cost analysis presented in Chapter
3 does represent an estimate of the resources required to comply with the rule under baseline economic
conditions, the analysis does not account for the fact that the regulations may cause the economic
conditions to change. For instance, producers may reduce production in the face of higher production
costs, thereby reducing market supply. Moreover, the control costs may be passed along to other parties
through various economic exchanges. Therefore, EPA developed an analytical structure and economic
model to measure and track these effects (described in detail in Chapter 5 and the economic impact
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analysis). In this section, we report quantitative estimates of these welfare impacts and their distribution
across stakeholders. Thisincludes the impact on energy markets as well.

6.1 Results in Brief

The economic impacts associated with the rule are relatively low. Price increases of less than
0.02 percent are expected to occur across the many products, both energy and manufacturing, that will be
affected by thisrule. Reductionsin output are expected to be about 0.02 percent, also. Manufacturing
industries such as paper, wood products, and textiles are expected to be the most impacted. Energy prices
and outputswill also experience small changes, with the largest changein energy price being a 0.05
percent increase in electricity rates. While the price and output changes associated with Option 1A are
also low, the social costs increase by over $1 billion.

6.2 Social Cost Estimates

Table 6-1 summarizes the economic impact estimates for existing and new source units. Under the
MACT floor alternative, EPA estimates the total change in social welfare is estimated to be $862.9 million.
Under the Option 1A, welfare impacts are over twice as high as the MACT floor alternative with social
welfare changes estimated to equal $1,995.5 million. Both of these estimates are dightly smaller (less than
$0.3 million) than the estimated baseline engineering costs as a result of behavior changes by producers
and consumers that reflect lower cost alternatives. Possible behavior responses include changesin
consumption and production patterns and fuel switching.

EPA also estimated the distribution of social costs between producers and consumers and report
the distribution of impacts across sectors/markets in Tables 6-2 and 6-3. Values in the text are impacts
from the floor alternative; those in parentheses are impacts from the Option 1A alternative. The market
analysis estimates that consumers will bear $414.3 million ($955.3 million), or 48 (48) percent of the total
social cost, because of the increased prices and lower consumption levels in these markets. Producer
surplus is projected to decrease by $448.7 million ($1,040.2 million), or 52 (52) percent of the total social
cost as result of direct control costs, higher energy costs, and reductions in output.

Table 6-1. Social Cost Estimates ($1998 10°)

Change in Social
Welfare, MACT Change in Social

Floor Welfare, Option 1A
Baseline engineering costs $863.0 $1,995.8
Social costs with market adjustments $862.9 $1,995.5
Difference between engineering and social costs $0.1 $0.3

With exception of the natural gas market, energy producers are expected to experience producer
surpluslosses. Under the MACT floor, electricity, petroleum, and coal producer surplusis projected to
decline by approximately $35 million. Thisvalue increasesto $113 million under Option 1A. In contrast,
natural gas producer surplusis projected to increase by $2 to $4 million asthey benefit from increased
demand from industries switching from petroleum and electricity.

The majority welfare impacts fall on the agriculture, manufacturing, and mining industries. EPA
estimates total welfare losses of $609.8 million ($1,444.3 million) for these sectors. Manufacturing
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industries with large number of boilers and process heaters and industries that consume electricity
experience the majority these losses (e.g., chemicals and allied products, paper, textile mill products, and
food). Consumers in these industries experience losses of $295.2 million ($709.9 million) and producers
bear $314.6 million ($734.4 million). The cost of this rule to producers as a percentage of baseline 2005
shipmentsis 0.011 (0.026) percent.

EPA also examined the impact on the commercial, transportation and residential sectors. The total
welfare loss for the commercia sector is estimated to be $167.1 million ($301.8 million). Therefore, the
regulatory burden associated with the MACT is estimated as 0.001 (0.002) total 2005 commercial sector
revenues. Consumersin this sector bear approximately $71.6 million ($129.3 million) and producers bear
$95.5 million ($172.5 million) of these impacts. In contrast, the total welfare loss for the transportation
sector is estimated to be $9.0 million ($46.5 million). The regulatory burden associated with the rule is
estimated as 0.003 (0.015) percent of total 2005



Table 6-2. Distribution of Social Costs by Sector/Market: Floor Alternative ($1998 10°)

Change in:
Sectors/Marke Producer Consumer Social
ts Surplus  Surplus Welfare
Energy
Markets
Petroleum -$1.9
Natural gas $.1
Electricity —$33.7
Coal —$2.7
Subtotal -$34.2
NAICS Code SIC Code Description
311 20 (pt) Food —$28.2 -$11.3 -$39.4
312 20 (pt); 21 Beverage and Tobacco -$2.4 -$4.1 -$6.5
Products
313 22 (pt) Textile Mills -$22.7 -$52.0 -$74.7
314 22 (pt) Textile Product Mills -$0.1 -$0.1 -$0.2
315 23 Apparel -$0.4 -$1.1 -$1.5
316 31 Leather and Allied Products ~ —$0.3 -$0.4 -$0.7
321 24 Wood Products -$39.1 -$10.4 -$49.5
322 26 Paper -$66.1 -$60.0 -$126.1
323 27 Printing and Related Support  —$0.2 -$0.4 —$0.6
325 28 Chemicals -$40.9 —$81.8 -$122.8
326 30 Plastics and Rubber Products —$2.2 —$5.4 -$7.6
327 32 Nonmetallic Mineral Products -$3.4 -$4.0 -$7.4
331 33 Primary Metals -$25.2 —$5.7 -$30.9
332 34 Fabricated Metal Products —$8.5 -$2.3 -$10.8
333 35 Machinery -$7.3 -$4.9 -$12.2
334 36 (pt) Computer and Electronic -$3.6 -$14 -$5.0
Products
335 36 (pt)  Electrical Equipment, -$2.5 -$1.6 -$4.1
Appliances, and Components
336 37 Transportation Equipment -$24.6 -$32.8 —$57.3
337 25 Furniture and Related —$5.4 -$24.6 —$30.1
Products
339 39 Miscellaneous -$0.8 -$0.7 -$1.5
11 01-08  Agricultural Sector —-$0.6 -$1.3 -$1.9
23 15-17  Construction Sector -$0.8 -$1.1 -$1.9
21 10; 14  Other Mining Sector -$10.1 -$7.0 -$17.2
48 40-47 (pt) Transportation -$4.7 -$4.3 -$9.0
42; 44-45; 49;  40-48 (pt); Commercial -$71.6 —$95.5 -$167.1
51-56; 61-62; 50-99
71-72; 81
Residential NA —$42.7 —$42.7
Grand Total —$414.3  $448.7 —$862.9




Table 6-3. Distribution of Social Costs by Sector/Market: Option 1A Alternative
(51998 10°)

Change in:
Sectors/Marke Producer Consumer Social
ts Surplus  Surplus Welfare
Energy
Markets
Petroleum -$27.3
Natural gas $2.4
Electricity —$79.5
Cod -$6.4
Subtotal -$110.8
NAICS Code SIC Code Description
311 20 (pt) Food -$90.0 —$36.0 -$126.0
312 20 (pt); 21 Beverage and Tobacco -$5.4 -$9.3 -$14.7
Products
313 22 (pt)  Textile Mills ~$450  -$1032 -$148.2
314 22 (pt)  Textile Product Mills —$0.1 —$0.3 -$0.4
315 23 Appall -$0.9 —$2.1 —$3.0
316 31 Leaher and Allied Products  -$2.7 -$4.3 -$7.1
321 24 Wood Products -$72.0 -$19.2 -$91.2
322 26 Paper -$173.1 -$157.2 -$330.3
323 27 Printing and Related Support  —$0.4 -$1.0 -$1.4
325 28 Chemicals -$102.4 -$204.7 -$307.1
326 30 Plastics and Rubber Products —$6.1 -$14.6 -$20.7
327 32 Nonmetallic Mineral Products —$9.1 -$10.9 -$20.0
331 33 Primary Metals —$59.5 -$13.6 -$73.1
332 34 Fabricated Metal Products -$18.6 -$5.0 -$23.6
333 35 Machinery -$17.1 -$11.4 -$28.5
334 36 (pt) Computer and Electronic -$12.0 -$4.8 -$16.8
Products
335 36 (pt)  Electrical Equipment, -$11.7 -$7.8 -$19.6
Appliances, and Components
336 37 Transportation Equipment -$47.8 -$63.7 -$111.4
337 25 Furniture and Related -$9.2 -$41.8 —$51.0
Products
339 39 Miscellaneous -$3.2 -$25 —$5.7
11 01-08  Agricultural Sector -$1.5 -$3.6 -$5.1
23 15-17  Construction Sector -$3.2 -$4.3 -$7.5
21 10; 14  Other Mining Sector -$18.9 -$13.1 -$32.0
48 40-47 (pt) Transportation -$24.1 -$22.5 -$46.5
42; 44-45; 49; 40-48 (pt); Commercial -$129.3 -$1725 -$301.8
51-56; 61-62; 50-99
71-72; 81
Residential NA -$92.0 -$92.0



transportation sector revenues. Transportation consumers bear approximately $4.7 million ($24.1 million)
and producers bear $4.3 million ($22.5 million) of these impacts. Finally, the social cost burden to
residential consumers of energy, $42.7 million ($92.0 million), is0.037 (0.078) percent of annual
residential energy expendituresin 2005.

Sensitivity analyses of how social costs behave with changes in the demand and supply elagticities
are available in Appendix B.

6.3 National Market-Level Impacts

Increases in the costs of production in the energy and final product markets due to the regulation
are expected to result in changes in prices, production, and consumption from baseline levels. Asshown in
Table 6-4, the electricity market priceincreases by 0.050 (0.108) percent, while production/consumption
decreases by 0.011 (0.026) percent as a result of additional control costs. A significant share of electricity
is produced in the United States using coal as a primary input. Therefore, projected reductionsin
electricity production also lead to a decrease in demand for coal. As aresult, the price and quantities of
coal are projected to fall by 0.007 (0.020) percent and 0.010 (0.024) percent, respectively. In the
petroleum market, the model projects small price and quantity effects (i.e., less than 0.01 percent). Inthe
natural gas market, the model projects the market price will rise in response to increased demand (0.005
percent under both alternatives). The price increase isthe result of additional control costs and increased
demand. Production and consumption quantities also increase in this market (0.002 percent under the floor
alternative and 0.001 percent under Option 1A) as aresult of increased demand.

Additional control costs and higher energy costs associated with the regulation lead to higher
goods and services prices in all markets and a decline in output. However, the changes are generally very
small. Under the MACT Floor, three markets have price increases greater than or equal to 0.02
percent—W ood Product(NAICS 321), Paper (NAICS 322), and Textile Mills (NAICS 313). Under Option
1A, these three markets have price increases greater than or equal to 0.05 percent. The producersin these
sectors are expected to face higher per-unit control costs relative to other industries. In addition, these
industries are also electricity-intensive; therefore, costs of production also increase as aresult of higher
electricity prices.

Although the impacts on price and quantity in the goods and services markets are estimated to be
small, one possible effect of modeling market impacts at the two and three digit NAICS code level is that
fuel-intensive industries within the larger NAICS code definition may be affected more significantly than
the average industry for that NAICS code. Thus, the changes in price and



Table 6-4. Market-Level Impacts

MATT Floor option TA
Percent Change Percent Change
Sectors/Markets Price Quantity Price Quantity
Energy Markets
Petroleum 0.002% 0.000% 0.019%  —0.005%
Natural gas 0.005% 0.002% 0.005% 0.001%
Electricity 0.050%  -0.011% 0.108%  —0.026%
Coal -0.007%  -0.010% | -0.020%  -0.024%
NAICS Code SIC Code Description
311 20 (pt) Food 0.006%  —-0.002% 0.019%  -0.006%
312 20 (pt); 21 Beverage and Tobacco Products 0.003%  -0.004% 0.007% —0.009%
313 22 (pt) Textile Mills 0.025%  -0.021% 0.050%  —0.043%
314 22 (pt) Textile Product Mills 0.000% 0.000% 0.000% 0.000%
315 23 Apparel 0.000%  —-0.001% 0.001%  -0.001%
316 31 Leather and Allied Products 0.002%  —0.003% 0.025%  -0.030%
321 24 Wood Products 0.041%  -0.008% 0.075%  -0.015%
322 26 Paper 0.026%  -0.028% 0.068%  —0.074%
323 27 Printing and Reated Support 0.000% 0.000% 0.000%  —0.001%
325 28 Chemicals 0.009%  —0.013% 0.021%  -0.032%
326 30 Plastics and Rubber Products 0.001%  -0.002% 0.003%  -0.005%
327 32 Nonmetdlic Minerd Products 0.003%  —0.003% 0.009%  —0.008%
331 33 Primary Metals 0.011%  -0.009% 0.026%  -0.021%
332 34 Fabricated Metal Products 0.003%  —0.001% 0.007%  -0.001%
333 35 Machinery 0.002%  -0.001% 0.005%  -0.002%
334 36 (pt) Computer and Electronic Products 0.001% 0.000% 0.002% -0.001%
335 36 (pt) Electrical Equipment, Appliances, and 0.002%  -0.001% 0.009% —0.004%
Components
336 37 Transportation Equipment 0.004%  —0.004% 0.007% —0.007%
337 25 Furniture and Related Products 0.008%  —0.026% 0.013%  -0.044%
339 39 Miscellaneous 0.001% 0.000% 0.003%  -0.002%
11 01-08 Agricultural Sector 0.000% 0.000% 0.001%  -0.001%
23 15-17 Construction Sector 0.000% 0.000% 0.000% 0.000%
21 10; 14 Other Mining Sector 0.012%  -0.004% 0.023%  -0.007%
48 40-47 (pt) Transportaion 0.001%  -0.001% 0.007%  —0.005%
42; 44-45; 49; 51-  40-48 (pt); Commercial 0.000% 0.000% 0.001%  -0.001%
56; 61-62; 71-72; 50-99
81
pt = Part.
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guantity should be interpreted as an average for the whole NAICS code, not necessarily for each
disaggregated industry within that NAICS code.

6.4 Executive Order 13211 (Energy Effects)

Executive Order 13211, “Actions Concerning Regulations That Significantly Affect Energy
Supply, Distribution, or Use” (66 Fed. Reg. 28355 [May 22, 2001]), requires EPA to prepare and submit a
Statement of Energy Effects to the Administrator of the Office of Information and Regulatory Affairs,
Office of Management and Budget, for certain actions identified as “ significant energy actions.” Section
4(b) of Executive Order 13211 defines “significant energy actions’ as “any action by an agency (normally
published in the Federal Register) that promulgates or is expected to lead to the promulgation of afinal
rule or regulation, including notices of inquiry, advance notices of proposed rulemaking, and notices of
proposed rulemaking:

» thatisa significant regulatory action under Executive Order 12866 or any successor order, and
islikely to have a significant adverse effect on the supply, distribution, or use of energy; or

« that is designated by the Administrator of the Office of Information and Regulatory Affairs as
a significant energy action.”

. EPA has provided additional information on the impacts of the rule on affected energy markets
below.

Energy Price Effects. Asdescribed in the market-level results section, electricity prices are
projected to increase by less than 1 percent. Petroleum and natural gas prices are all projected to increase
by less than 0.1 percent. The price of coal is projected to decrease slightly.

Impacts on Electricity Supply, Distribution, and Use. W e project the increased compliance costs
for the electricity market will result in an annual production decline of approximately 415 million kWh
under the MACT floor and 980 million kWh under Option 1A.

Impacts on Petroleum, Natural Gas, and Coal Supply, Distribution, and Use. The model projects
decreases in petroleum producti on/consumption of approximately 68 barrels per day under the MACT
floor and 975 barrels per day under Option 1A. In contrast, natural gas production/consumption is
projected to increase by 1.1 million cubic feet per day under the MACT floor and 600,000 cubic feet per
day under Option 1A Thisis the result of fuel switching in response to relative price changes. Finally, the
model also projects less than a 1,000 tons per day decrease in coal production/consumption under both
scenariosin response to reduced output from the electricity sector (a significant consumer of coal). Based
on these results, the Agency concludes that the industrial boiler and process heater NESHAP will not have
asignificant adverse effect on the supply, distribution, or use of energy.

6.5 Conclusions

The decrease in social surplus estimated using the market analysis is $862.9 million ($1,955.5
million). This estimate is slightly smaller than the estimated baseline engineering costs because the market
model accounts for behaviora changes of producers and consumers. Although the rule affects boilers and
process heaters used in energy industries, energy producers only incur less than 6 percent of the total social
cost of the regulation. This burden is spread across numerous markets because the price of energy
increases slightly as a result of the regulation, which increases the cost of production for all markets that
use energy as part of their production process.

The remaining share of the social cost is mostly borne by the manufacturing sectors which operate
the majority of the boilers and process heaters affected by the regulation. Manufacturing industries
bearing the largest social costsinclude percent—Wood Products (NAICS 321), Paper (NAICS 322), and
Textile Mills (NAICS 313). However, the market model predicts that changes in these industries’ price
and quantity do not exceed 0.02 percent under the floor alternative and 0.05 percent under Option 1A ..

°Conversion factors for heat rates were obtained from AEO 2002, Appendix H. These factors vary by year to
year; 2010 values are reported in this Appendix.
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Because of the minimal changes in price and quantity estimated for most of the affected markets,
EPA expects that there would be no discernable impact on international trade. Although an increasein the
price of U.S. products relative to those of foreign producers is expected to decrease exports and increase
imports, the changes in price due to the industrial boilers and process heaters MA CT are generally too
small to significantly influence trade patterns. There may also be a small decrease in employment, but
because the impact of the regulation is spread across so many industries and the decreases in market
quantities are so small, it is unlikely that any particular industry will face a significant decrease in
employment.

CHAPTER 7
SMALL BUSINESS IMPACTS

This chapter investigates the potential impact the regulation will have on small entities. The
Agency has identified 185 small entities that will be affected by the MACT floor alternative for the
industrial boilers and process heaters NESHA P. For these entities, the average cost-to-sales ratio (CSR) is
0.78 percent and the average annual control cost (in 1999 dollars) is $198,675.

7.1 Results in Brief
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Aslisted in Table 7-1, 34 of the 185 affected entities will incur annual compliance costs that are
greater than or equal to 1 percent of their annual sales or revenues, and 10 of these 34 are expected to incur
annual compliance costs of 3 percent or greater of annual sales or revenues. Asexplained later in this
chapter, the Agency has certified that this rule will not impose a significant impact on a substantial number
of small entities. This certification is based on the results shown for the MA CT floor alternative and on
the results of the economic impact analysis shown in Chapter 6. For Option 1A, aslisted in Table 7-1,
there are almost twice as many small entities affected (369), and 148 (or 40 percent) of these incur annual
compliance costs of greater than or equal to 1 percent of their annual sales or revenues, and 45 (or 12
percent) of the total incur annual compliance costs of 3 percent or greater of annual sales or revenues.

Table 7-1. Summary of Small Entity Impacts

MACT Floor
Alternative Option 1A Alternative
Number of small entities 185 369
Total number of entities 576 970
Average annual control cost per small entity $198,675 $269,842
Average control cost/sales ratio 0.78% 1.65%

Number of small entitieswith cost-to-sales 34 148
ratios >1 percent

Number of small entitieswith cost-to-sales 10 45

ratios >3 percent

7.2 Background on Small Business Screenings

The regulatory costs imposed on domestic producers and government entities to reduce air
emissions from boilers and process heaters will have a direct impact on owners of the affected facilities.
Firms or individuals that own the facilities with boilers and process heaters are typically business entities
that hav e the capacity to conduct business transactions and make business decisions that affect the facility.
The legal and financial responsibility for compliance with aregulatory action ultimately rests with these
owners, who must bear the financial consequences of their decisions. Environmenta regulations
potentially affect all sizes of businesses, but small businesses may have special problems relative to large
businesses in complying with such regulations.

The Regulatory Flexibility Act (RFA) generally requires an agency to prepare aregulatory
flexibility analysis of any rule subject to notice and comment rulemaking requirements under the
Administrative Procedure Act or any other statute unless the agency certifies that the rule will not have a
significant economic impact on a substantial number of small entities. Small entities include small
businesses, small organizations, and small governmental jurisdictions.

For purposes of assessing the impacts of today’s rule on small entities, small entity is defined as:
(1) asmall business according to Small Business Administration (SBA) size standards by the North
American Industry Classification System (NAICS) category of the owning entity. The range of small
business size standards for the 40 affected industries ranges from 500 to 1,000 employees, except for
petroleum refining and electric utilities. In these latter two industries, the size standard is 1,500 employees
and a mass throughput of 75,000 barrels/day or less, and 4 million kilowatt-hours of production or less,
respectively. (2) a small governmental jurisdiction that isa government of a city, county, town, school
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district or special district with a population of less than 50,000; and (3) a small organization that is any
not-for-profit enterprise which is independently owned and operated and is not dominant in its field.

This section investigates characteristics of businesses and government entities that own existing
boilers and process heaters affected by this rule and provides a preliminary screening-level analysis to
assist in determining whether thisruleis likely to impose a significant impact on a substantial number of
the small businesses within thisindustry. The screening-level analysis employed hereis a*“sales test,”
which computes the annualized compliance costs as a share of sales/revenue for existing
companies/government entities.

7.3 Identifying Small Businesses

To support the economic impact analysis of the regulation, EPA identified 2,186 (3,580) boilers
and process heaters located at commercia, industrial, and government facilities that would be affected by
the regulation. The population of boilersand process heaters was developed from the EPA ICCR
Inventory Database version 4.1."° The list of boilers and process heaters contained in these databases was
developed from information in the AIRS and OTAG databases, state and local permit records, and the
combustion source ICR conducted by the Agency. Industry and environmenta stakeholders reviewed the
units contained in these databases as part of the ICCR FACA process. In addition, stakeholders
contributed to the databases by identifying and including omitted units. Information was extracted from
the ICCR databases to support the ICl boilers and process heaters NESHAP. This modified database
containing information on only boilers and process heaters is referred to as the Inventory D atabase.

The small entities screening analysis for the regulation is based on the eva uation of existing
owners of boilersand process heaters for which information was available. It is assumed that the size and
ownership distribution of unitsin the Inventory Database is representative of the entire estimated
population of existing boilers and process heaters. In addition, it is assumed that new sources included in
the 2005 population will also be representative of the Inventory Database. However, because our analysis
is based on a subset of the total population of boilers and process heaters, the number of entitiesidentified
as highly affected in this analysis may not be identical to the actual impact of the regulation on small
entities.

The remainder of this section presents cost and sal esinformation on small companies and
government organizations that own existing boilers and process heaters. Also, in this section, asin
previous sections, the values from the Inventory Database in the text are for the floor alternative.
Following in parentheses are those for the Option 1A alternative.

7.4 Analysis of Facility-Level and Parent-Level Data

The 2,186 (3,580) units in the Inventory Database with full information were linked to 1,214
(1,881) existing facilities. Asshown in Table 7-2, these 1,186 (1,521) facilities are owned by 576 (970)
parent companies. The average number of facilities per company is approximately 2.0 (2.2); however, as
isalsoillustrated in Table 7-2, several large entities in the health services industry and government sectors
own many facilities with boilers and process heaters.

“The ICCR Inventory Database contains data for boilers, process heaters, incinerators, landfill gas flares,
turbines, and internal combustion engines.
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Employment and sales are typically used as measures of business size. Employment, sales,
population, and tax revenue data (when applicable) were collected for the 576 (970) parent companies and
government entities.™* Figure 7-1 shows the distribution of employees by parent company for the floor
alternative. Employment for parent companies ranges from 5 to 608,000 employees. One hundred
seventy-eight or more of the firms have fewer than 500 employees, and 55 companies have more than
25,000 employees. The distribution of parents by employment range for the above-the-floor alternative is
similar to the floor alternative.

200
E 150 141
% 125 171
[+
s 100
|
g ata]
= - 52 -
2 3

10 12
I:I T T T T T T T 1

=25 25t043 &0to99  100to S00to  1,000to 5000to =25000
494 884 4,999 24,999

Parent Employm ent

Figure 7-1. Parent Size by Employment Range, Floor Alternative

*Excludes 29 parent entities for which employment information was unavailable.

Sales provide another measure of business size. Figure 7-2 presents the sales distribution for
affected parent companies for the floor alternative. The median salesfigure for affected companiesis $300
million ($200 million), and the average salesfigure is $4.1 billion ($3.5 billion) (excluding the federal
government). As shown in Figure 7-2, revenue and salesfigures vary greatly across the population: 209
firms and governments affected by the floor alternative have annual revenues less than $100 million per
year. Thesefiguresinclude all sales associated with the parent company, not just facilities affected by the

“Total annualized cost is compared to tax revenue to assess the relative impact on local governments.
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Figure 7-2. Number of Parents by Sales Range, Floor Alternative

*Excludes 3 parent entities for which sales or revenue information was unavailable.

regulation (i.e., facilities with boilers or process heaters). The distribution for the Option 1A above-the-
floor alternative is similar to that for the floor alternative.

Based on SBA guidelines, 185 (369) of the companies were identified as small businesses.”” Small
businesses by businesstype are presented in Table 7-3. The lumber and wood productsindustry contains
the largest number of the small businesses with 84 (134), followed by furniture and fixtures with 28 (55),
electric serviceswith 26 (30), and paper and allied productswith 13 (30). The remaining small businesses
are distributed across 40 different two-digit SIC code groupings.

2Small business guidelines typically define small businesses based on employment, and the threshold varies
from industry to industry. For example, inthe paints and allied products industry, a business with fewer
than 500 employees is considered a small business; whereas in the industrial gases industry, a business with
fewer than 1,000 employees is considered small. However, for afew industries, usually services, sales are
used as the criterion. For example, in the veterinary hospital industry, companies with less than $5 million
in annual sales are defined as small businesses.
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Table 7-3. Small Parent Companies by Industry

Floor Alternative

Option 1A Alternative

Number of Number of Number of Number of
SIC NAICS Parent Small Parent Parent Small Parent
Code Code Description Companies Companies Companies Companies

01 111 Agriculture—Crops 3 — 6 1

02 112 Agriculture—Livestock — — — —

07 115  Agricultural Services — — — —

10 212 Metal Mining 2 2 2 2

12 212 Coal Mining — — — —

13 211 Oil and Gas Extraction — — 1 1

14 212 Mining/Quarrying— 3 — 4 —
Nonmetallic Minerals

17 235 Construction—Special — — 1 1
Trade Contractors

20 311 Food and Kindred Products 32 12 38 15

21 312 Tobacco Products 4 — 6 —

22 313 Textile Mill Products 33 5 73 27

23 315  Apparel and Other Products 1 — 3 2
from Fabrics

24 321 Lumber and W ood Products 122 84 175 134

25 337 Furniture and Fixtures 67 28 100 55

26 322 Paper and Allied Products 68 13 100 30

27 511 Printing, Publishing, and — — 3 2
Related Industries

28 325 Chemicalsand Allied 41 4 91 19
Products

29 324 Petroleum Refining and 9 2 31 9
Related Industries

30 326 Rubber and Misc. Plastics 9 1 24 4
Products

31 316 L eather and L eather 1 1 8 4
Products

32 327 Stone, Clay, Glass, and 4 — 15 3
Concrete Products

33 331 Primary Metal Industries 10 1 22 3

34 332 Fabricated Metal Products 7 3 18 5
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Table 7-3. Small Parent Companies by Industry (continued)

Floor Alternative

Option 1A Alternative

Number of Number of Number of Number of
SIC NAICS Parent Small Parent Parent Small Parent
Code Code Description Companies Companies Companies Companies

35 333 Industrial Machinery and 9 1 20 5
Computer Equip.

36 335  Electronic and Electrical 3 — 19 —
Equipment

37 336  Transportation Equipment 12 1 26 5

38 334 Scientific, Optical, and 3 — 9 1
Photographic Equip.

39 339 Miscellaneous 2 — 9 1
Manufacturing Industries

40 482 Railroad Transportation 1 — 1 —

42 484 Motor Freight and 1 — 3 1
W arehousing

46 486 Pipelines, Except Natural — — 1 —
Gas

49 221 Electric, Gas, and Sanitary 80 26 98 30
Services

50 421 Wholesale Trade—Durable 1 — 1 —
Goods

51 422  Wholesale 1 — 1 —
Trade—Nondurable Goods

55 441  Automotive Dealers and — — 1 1
Gasoline Service Stations

58 722 Eating and Drinking Places — — — —

59  445-454 Miscellaneous Retail — — 1 1

60 522 Depository Institutions — — — —

70 721 Hotels and Other Lodging 1 — 1 —
Places

72 812 Personal Services — — — —

76 811 Misc. Repair Services — — — —

80 621 Health Services 2 1 2 1

81 541 Legal Services — — — —

82 611 Educational Services 30 — 35

83 624  Social Services — — 2 1
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Table 7-3. Small Parent Companies by Industry (continued)

Floor Alternative

Option 1A Alternative

Number of Number of Number of Number of
SIC NAICS Parent Small Parent Parent Small Parent
Code Code Description Companies Companies Companies Companies
86 813 Membership Organizations — — — —
87 541 Engineering, Accounting, 1 — 2 —
Research, Management and
Related Services
89 711/514 Services, N.E.C. — — — —
91 921  Executive, Legislative, and — — 1 —
General Administration
92 922  Justice, Public Order, and — — — —
Safety
94 923 Administration of Human — — — —
Resources
96 926 Administration of Economic 1 — 1 —
Programs
97 928  National Security and 2 — 2 —
International Affairs
NA SIC Information Not — — 2 2
Available
State Parent is a State Government 10 — 11 —
Total 576 185 970 369

Source: Industrial Combustion Coordinated Rulemaking (ICCR). 1998. Data/lnformation Submitted to the
Coordinating Committee at the Final Meeting of the Industrial Combustion Coordinated Rulemaking Federal
Advisory Committee. EPA Docket Numbers A-94-63, |1-K-4b2 through -4b5. Research Triangle Park,
North Carolina. September 16-17.

7.5

Fifty-nine governmental jurisdictions are affected by the final rule. The entities operate 290 units
located at 121 facilities. Thirteen of these jurisdictions are classified as small because they serve a
population of 50,000 or fewer. The affected small governments operate 13 units at 13 facilities. More
information on impacts to these entities can be found in Section 7.6.

Small Business Impacts

Table 7-4 presents a summary of the ratio of floor and above-the-floor control costs to sales for
affected large and small entities. The average CSR is 0.14 (0.23) percent for large entities
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(excluding the federal government) and 0.78 (1.65) percent for small entities. Forty-four (193) small
parents had floor CSRs greater than 1 percent, assuming add-on control is employed to meet the standard.
For these 44 (193) parent companies, the CSRs ranged from 1.00 (1.00) percent to 7.83 (38.83) percent.
Ten (45) entities out of these 44 (193) had CSRsratios greater than 3 percent.

7.6 Affected Government Entities

The RFA as amended by SBREFA provides the following standard definition of “ small
governmental jurisdiction”: acity, county, town, township, village, school district, or special district
with a population of less than fifty thousand. Using this definition, EPA identified thirteen small
governmental jurisdictions that own and operate “public power” producers with affected boilers. For
this part of the small entity analysis, which focuses on affected government entities, public power
producers are defined as nonprofit publicly owned electrical utilities operated by municipalities,
counties, and states or other publicly owned bodies such as public utility districts. This excludes rural
electric cooperatives.

Asillustrated in Table 7-5, the vast majority of small municipal systems with affected boilers
are located in the Midwest (11 systems or 85 percent). Four of the eleven municipal systems are
located in Minnesota, with two in Indianaand two in Michigan.

Table 7-5. Regional Distribution of Municipal Systems

Regional Distribution # of Facilities

East

Vermont 1
Midwest

Indiana 2
lowa 1
Michigan 2
Minnesota 4
Ohio 1
Wisconsin 1

West
California 1
Total 13

Historically municipal utilities were set up to provide residents of acommunity with reliable
energy. For example, the residential sector accounts more than two thirds of total consumersin all
cases (see Table 7-6). However the residentia sector generally represents smallest group in terms of
total energy consumption. The industrial and commercial sectors consume approximately 70 percent
of total energy supplied. Power not consumed by the residential, commercial or industrial sectorsis
sold into wholesale energy market.

Table 7-6. Selected Municipal Utilities’ Capacity, Usage and Consumer Types
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Distribution of Energy Usage by Distribution of Customers

Customer Type
RO Capacit | Energy Residentia | Commerc Industri Total Residenti Commercia Industri
WID [ y MW) | Usage 1 ial al Consumer | al 1 al
1 50.5 332,524,000 27% | NA NA 19,313 82% 15% 3.7%
2 115 371,823,000 36% 28% 16% 15,615 87% 11% 0.3%
3 24.3 388,066,000 19% 10% 70% 9,082 84% 14% 1.0%
4 22.2 185,191,000 26% 14% 58% 6,235 86% 13% 1.6%
5 34.5 147,335,000 26% 27% 44% 5,955 86% 14% 0.3%
6 23 573,003,000 8% [ NA NA 7,207 90% 7% 1.0%
7 35 338,903,000 38% 8% 51% 13,247 87% 11% 1.3%
8 46 194,753,000 22% | NA NA 6,890 85% 13% 0.1%
9 103.1 837,175,000 | NA NA NA NA NA NA NA
10 32 218,208,000 40% 3% 55% 10,829 88% 3% 8.4%
11 26 267,201,000 16% [ NA NA 9,471 75% 24% 0.3%
12 34 95,642,000 33% 67% | NA 5,747 83% 17% 0.3%

Source: Giles, Ellen F. 2000. platts Directory of Electric Power Producers and Distributors 109th Edition of the Electrical World Directory. New Y ork: M cGraw Hill.

Public power producers do not pay state or local taxes. However, they typically are under agreement to make annual contributions to
state and local government operating funds. In addition, they are not guaranteed at rate of return (as regulated public utilities are), however,
their rates are set by agreement with local councils and these rates are typically adjusted to reflect changes in operating costs.
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Municipa utilities have the ability to generate capital through the issuance of tax exempt
municipal bonds. These municipal bonds are exempt from federal income tax which alows the
publicly owned utilities to finance capital projects at a more affordable rate. Additionally the local
governments investing in municipal utilities generally issue revenue bonds rather than general
obligation bonds. This ensures that the debit can be paid back through revenues from the generation
of electricity and does not obligate the local government or community tax base.

As shown in Table 7-7, the average total annual compliance costs per entity are $223
thousand under the floor alternative and increase to $548 thousand for the above —the- floor
alternative (Option 1A). For the floor alternative, the median cost-to-revenue ratio is 0.94 percent
and ratios range from less than 0.5 percent to 8 percent. Three of the affected small governments
have cost-to-revenue ratios at or above 3 percent. Similar analysis for the above the MACT floor
alternative shows the median cost-to-revenue ratio is 2.2 percent and ratios range from less than 0.5
percent to 16 percent. Five of the thirteen affected small governments have cost-to-revenue ratios at
or above 3 percent.

Table 7-7. Summ ary of Impacts to Small Government Entities

Floor Option 1A
Total Number of Small Entities 13 13
Average Total Annual Compliance Cost (TACC) per Small Entity ($) $ 223 $ 548
Compliance Costs are <1% of Revenue 7 2
Compliance Costs are 1 to 3% of Revenue 3 6
Compliance Costs are >=3% of Revenue 3 5
Average Compliance Cost as a % of Revenue 1.67 4.18
Median 0.94 2.21
Maximum 7.83 16.30
Minimum 0.02 0.02

Source: American Public Power Association (APPA). 2002. Straight Answers to False
Charges about Public Power. Washington D.C.: APPA. As obtained on November 13, 2003
at http://www.appanet.org/about/publicpower/index.cfm.

7.6 Assessment of SBREFA Screening

This analysis indicates that over two-thirds of the parent companies affected by the industrial
boilers and process heaters standard are large companies.”® The relatively small proportion of small
businesses affected by the regulation at the floor level is due in part to the exclusion of ICl boilers
and process heaters with lessthan 10 MMBtu input capacity that also use afossil fuel liquid or gas as
primary fuel. As aresult, alarge share of small boilers and process heaters, which are presumably
owned disproportionately by smaller entities, will not incur compliance costs. The Agency estimates
that approximately 57 percent of the U.S. population are less than 10 M M Btus or are emergency units
and, hence, are excluded from the proposed regulation for the floor alternative. These units are
included, however, in the Option 1A above-the-floor alternative, except where they consume afossil
fuel liquid or gas other than residual fuel oil.

*Based on SBA guidelines for determining small businesses.
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Of the small businesses affected by the regulation, the majority are in the lumber and wood
products, furniture and fixtures, paper and allied products, and electric, gas and sanitary services
sectors. Asshown in Table 7-5, the median profit margin for these four sectors is approximately
3 percent. Table 7-5 also shows the profit margins for the other industry sectors with affected small
businesses. All profit margins of industry sectors with affected small businesses are above 2 percent.

After considering the economic impact of today’s rule on small entities, EPA certifies that
Table 7-5. Profit Margins for Industry Sectors with Affected Small Businesses

SIC NAICS
Code Code Description Median Profit M argin
20 311 Food and Kindred Products 3.6%
22 313 Textile Mill Products 2.1%
24 321 Lumber and W ood Products 3.0%
25 337 Furniture and Fixtures 3.0%
26 322 Paper and Allied Products 3.3%
28 325 Chemicals and Allied Products 2.7%
49 221 Electric, Gas, and Sanitary Services 7.5%

Source: Dun & Bradstreet. 1997. Industry Norms & Key Business Ratios. Desktop Edition 1996-97. Murray
Hill, NJ: Dun & Bradstreet, Inc.

this action will not have a significant impact on a substantial number of small entities. In accordance
with the RFA, as amended by the SBREFA, 5 U.S.C. 601, et. seq., EPA conducted an assessment of
the standard on small businesses within the industries affected by the rule. Based on SBA size
definitions for the affected industries and reported sales and employment data, the Agency identified
185 of the 576 companies, or 32 percent, owning affected facilities as small businesses. Although
small businesses represent 32 percent of the companies within the SBREFA screening population,
they are expected to incur only 8 percent of the total compliance costs of $445.6 million (1998$) for
the evaluated 576 firms. Only ten small firms have compliance costs equal to or greater than 3
percent of their sales. In addition, only 24 small firms have CSRs between 1 and 3 percent.

An EIA was performed to estimate the changes in product price and production quantities for
thisrule. Asmentioned in the summary of economic impacts earlier in this report, the estimated
changesin prices and output for affected firms are no more than 0.04 percent.

This analysis indicates that the rule should not generate a significant impact on a substantial
number of small entities for following reasons. First, only 31 small firms (or 17 percent of all
affected small firms) have compliance costs equal to or greater than 1 percent of their sales. Of these,
only ten small firms (or 5 percent of all affected small firms) have compliance costs equal to or
greater than 3 percent of their sales. Second, the EIA results show minimal impacts on prices and
output from affected firms, including small entities, due to implementing this rule. Thisanalysis
therefore allows us to certify that there will not be a significant impact on a substantial number of
small entities from the implementing this rule.

This rule will not have a significant economic impact on a substantial number of small
entities as a result of severa decisions EPA made regarding the development of this rulemaking
which resulted in limiting the impact of this rule on small entities. First, as mentioned earlier, EPA
identified small units (heat input of 10 MMBtu/hr or less) and limited-use boilers (operate less than
10 percent of the time) as separate subcategories from large units. Many small and limited-use units
are located at small entities. As also discussed earlier, the result of the MACT floor analysisfor these

7-15



subcategories of existing sources was that no MACT floor could be identified except for the limited-
use solid fuel subcategory, which is less stringent than the MA CT floor for large units. Furthermore,
the results of the above-the-floor analysis for these subcategories indicated that the costs would be too
high to be considered feasible. Consequently, this rule contains no emission limitations for any of the
existing small and limited-use subcategories except the existing limited-use solid fuel subcategory. In
addition, the alternative metals emission limit resulted in minimizing the impacts on small entities
because some of the potential entities burning afuel containing very little metals are small entities.
Finally, the risk-based alternative compliance options for HCl and manganese sources may also serve
to mitigate impacts to small entities.
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CHAPTER 8

EMISSIONS INVENTORIES AND AIR QUALITY CHANGES

8.1 Results in Brief
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An analysis of changesin air quality associated with implementation of the industrial boilers
and process heaters MACT rule shows that the majority of the U.S. population in 2005 will livein
areas with predicted improvement in annual average visibility of between 0.4 to 0.6 deciviews
resulting from the rule. Almost 4 percent of the projected 2005 U.S. population are predicted to
experience improved annual average visibility of greater than 0.25 deciviews. Furthermore, roughly
10 percent of the projected 2005 U.S. population will benefit from reductions in annual average
visibility of greater than 0.1 deciviews. The mean improvement acrossall U.S. countiesis 0.05
deciviews, or almost 2 percent from baseline visibility levels. In urban areas (i.e., areas with a
population of 250,000 or more), the mean improvement in annual visibility was 0.06 deciviews. In
rural areas (i.e. all non-urban areas), the mean improvement in visibility was 0.04 deciviews in 2005.

On average, the Eastern U.S. experienced dlightly larger absolute but smaller relative
improvements in visibility than the Western U.S. from the emission reductions associaed with this
rule.

8.2 Introduction

Executive Order 12866 as amended by E.O. 13258 contains as one its requirements the
assessment of benefitsfor any major rule, where a major rule is one that meets one or more of the 4
criterialisted in Chapter 1 of thisRIA. Since thisregulation is a major rule according to the
Executive Order, we have undertaken to estimate the benefits associated with implementation of this
regulation.  Assessing the benefits requires knowledge of the emission reductions resulting from
application of thisrule, the change in air quality due to the emission reductions, and the locations
where these emission reductions and air quality changes take place. This chapter of the RIA
presents the baseline emissions upon which the emission reductions are calculated and the changesin
air quality resulting from the emission reductions.

While this regulation is intended to reduce HA P emissions, including mercury, from
industrial boilers and process heaters, it also provides reductions in non-HA P species such as
particulate matter (PM) and sulfur dioxide (SO,). Reductionsin PM and SO, are those that are the
focus of the benefits assessment, for we currently have sufficient information to monetize the benefits
from reductions of these pollutants. We currently lack sufficient information to monetize the
benefits from the HAP and mercury reductions from this regulation. It is quite possible that the
benefits from the 58,575 tons of HAP reductions and the 1.7 tons of mercury emission reductions
may be substantial.

8.3 Baseline Emissions

We measure air quality impact as achangein concentration in PM in the counties affected by
the emission reductions taking place due to implementation of this regulation. In this case, changesin
particulate matter lessthan 10 microns (PM ) and changes in the particulate matter fraction of less
than 2.5 microns (PM,.) are calculated in thisanalysis. Calculations of changes in both PM fractions
are necessary in order to provide a more complete assessment of benefits. In addition, changesin
visibility are also estimated in order to cal culate the benefits associated with this category of effects.

In order to determine the air quality impact of the emission reductions, we first calculated a baseline,
then took the PM and SO, emission reductions prepared in the engineering analysis, estimated the
PM, . reductions from the PM,, reductions, and then entered the emission reductionsinto an air
quality model. This section describes how the baseline inventories were determined.

8.3.1 EPA’s Baseline Inventory
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Initially, our plan was to utilize the same baseline and control scenarios being analyzed to
estimate the control costs. The baseline inventory for the control costs is the Industrial Combustion
Coordinated Rulemaking (ICCR) inventory database, which was developed to support the
rulemakings for the Combustion Turbines and Reciprocating Internal Combustion Engine MACTs as
well asthisMACT. However, we were unable to use this baseline inventory because it did not
contain a number of data fields necessary for air quality modeling and possessed incompl ete data at
the unit level necessary for such modeling. Instead, we included 1996 National Emission Trends
(NET) inventory data for these sources to augment the ICCR datain order to prepare an inventory
with sufficient data for the air quality modeling. The NET inventory provides baseline emissions data
of criteria pollutants from point, area, and mobile sources. Version 3.12 of the NET is being used to
prepare the baseline inventory for this air quality analysis. The ICCR inventory providesthe PM and
SO, emissions. All other pollutant emissions used to establish the baseline inventory are taken from
the NET. Readers desiring more information about the inventory methodologies or results should
consult those documents for details.

The baseline reflects air quality and emissions present in 1996, therefore, it reflects controls
from various air pollution programs that are implemented by 1996. To the extent that additional
controls are implemented before 2005, the year of analysisin thisreport, the air quality results would
differ but the extent of the difference cannot be determined. To our knowledge, only phase 11 of the
the Acid Rain Program which was implemented at utility sources nationwide in 2000 could influence
baseline emission inventories. For more details see Pechan, 2001.

The analysis uses a baseline inventory with a base year of 1996 to estimate the benefits of the
regulation in 2005. We determined that minimal changesin unit population and baseline emissions
would occur between the current time and 2005, so that the use of this inventory without imposition
of growth factors was deemed adequate.

8.3.2 The MACT floor and Other Emissions Reduction Scenarios

Table 8-1 summarizesthe baseline PM ,,, PM, ., and SO, emissions and emission reductions
nationwide for the MA CT floor option. Baseline emission and emission reductions nationwide for
Option 1A, an above-the-M ACT floor option, are presented in Appendix C of the RIA. These
regulatory options are described in Chapter 1 of the RIA. The air quality analysis presumes no
changein volatile organic compound (V OC), nitrogen oxides (NOx), carbon monoxide (CO), and
ammonia (NH,) emissions. Hence, the baseline emissions for these pollutants are not shown in this
table. For these baseline emissions, refer to Pechan, 2001.

The split of emission reductions shown in the latter two columns results from the assignment
of specific control devicesto only a portion of the affected units. The emissionsreductions
associated with this portion, which is slightly more than half of the known affected units, can be
included in the benefits model (described in Chapter 10 of the RIA) for calculation of the benefits
from these reductions. This s true since these emission reductions can be linked to decreased
exposures to affected populations. For the emission reductions from the other affected others, we
employ a benefits transfer method that takes the benefits values estimated for the units with assigned
control devices and transfers them to these remaining emission reductionsto estimate the resulting
monetized benefits. For more information on the benefits transfer method, refer to Chapter 10.

As mentioned earlier in this chapter, we conducted no air quality modeling for the HAP or
the mercury emission reductions that occur from implementation of this regulation. These emission

8-1



reductions are listed in Table 8-2. For a description of how HA P emissions and emission factors are
estimated for this rule, refer to the emissi on factors/emissions estimates memo in the public docket

(ERG, 2002).

Table 8-1. Summary of Nationwide Baseline Emissions and Emission Reductions® for the
MACT floor, Existing Units Only”*in 2005

Pollutant | Source 1996 MACT Total Option 1A Emission
Type Baseline Floor Emission Reductions
Emissions Option Reductions
(tons/year) | Emission for MACT
floor option | Known Unknown Total
Affected Affected
Known Units Units
Affected Unknown
Units Affected
Units
SO,
Point 3,745,790 82,542 30,394 112,936 95,361 41,372 136,733
Area 1,397,425 -
Motor 302,938 -
Vehicle
Nonroad 840,167 -
PM
Point 1,167,995 266,491 298,109 564,600 313,947 255,282 569,229
Area 30,771,607 | -
M otor 294,764 -
Vehicle
Nonroad | 463,579 -




PM,.
Point 576,022 75,095 84,125 159,220 94,565 76,894 171,459
Area 6,675,777 -
Motor 230,684 -
Vehicle
Nonroad | 410,334 -

® Reductions are Baseline Emissions - Control Scenario Emissions. All emissions estimates are in tons.
® The totals reflect emissions for the 48 contiguous States, excluding Alaska and Hawaii.

“The totals do not reflect new source emissions and emission reductions. These emission reductions were not
considered in the air quality modeling since they were far smaller that those for existing units (484 tonsfor PM,,
from new units, versus 564,600 tons from existing units). The differences between such emission reductions for
PM, ;are identical, since PM, ; emissions are derived from PM,, emissions. Also, the differences between SO,
emission reductions for existing and new units are just as great.

Table 8-2. HAP Emission Reductions for the MACT floor option, 2005

Existing Sources Only

Pollutant Emission Reductions (tons/year)
MACT floor
HCI 42,100
Pb 105
Hg 1.7

Non-mercury metals® 1,080
Selected inorganics’ 18,000
Total HAP reductions 58,350

*Non-mercury metals include: arsenic, beryllium, cadmium, chromium, manganese, and nickel.
®Selected inorganics include: chlorine, hydrofluoric acid, and phosphorus.

8.4 Air Quality Impacts

This section summarizes the methods for and results of estimating air quality for the baseline
and control scenarios. Based on the emissionsinventories described above, ambient particulate
matter (PM,, and PM, ) concentrations are projected from the S-R Matrix developed from the
Climatological Regional Dispersion Model (CRDM). In Section 8.3.1, we provide brief background
on the S-R Matrix model. In Section 8.3.2, we estimate PM air quality, and in Section 8.3.3, we
estimate visibility degradation. Visibility degradation (i.e., regional haze), is developed using
empirical estimates of light extinction coefficients and efficienciesin combination with modeled
reductions in pollutant concentrations.
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8.4.1. PM Air Quality Modeling

EPA used the emissions inputs described above with a national -scale source-receptor (S-R)
Matrix to evaluate the effects of the milestone reductions on ambient concentrations of both PM,, and
PM,.. Ambient concentrations of PM are composed of directly emitted particles and of secondary
aerosols of sulfate, nitrate, ammonium, and organics.

The S-R M atrix was developed from multiple simulations of the CRDM using meteorol ogical
data for 1990 coupled with emissions data from version 2.0 of the 1990 National Particulate
Inventory (NPI). Relative to more sophisticated and resource-intensive three-dimensional modeling
approaches, the CRDM and its associated S-R Matrix do not fully account for all the complex
chemical interactions that take place in the atmosphere in the secondary formation of PM . Instead it
relies on more simplistic species dispersion—transport mechanisms supplemented with chemical
conversion at the receptor location.

The S-R M atrix consists of fixed-coefficients that reflect the relationship between annual
average PM concentration values at a single receptor in each county (i.e., a hypothetical monitor sited
at the county population centroid) and the contribution by PM species to this concentration from each
emission source (E.H. Pechan, 1996). The modeled receptors include all U.S. county centroids as
well asreceptorsin 10 Canadian provinces and 29 M exican cities/states. The methodology used here
for estimating PM air quality concentrationsis detailed in Pechan-Avanti (2000) and is similar to the
method used in the July 1997 PM and Ozone NAAQS RIA (U.S. EPA, 1997e) and the RIA for the
final Regional Haze Rule (U.S. EPA, 1999a), and the Tier 2/Gasoline Sulfur Rule (US EPA, 1999c).

8.4.2 PM Air Quality Results

This section presents the projected reductions in parti culate matter concentrations resulting
from reductions in SO, and PM ,,, with PM, . emissions being derived from the PM,, emissions using
the PM Calculator tool** for the final rule (MACT floor). The results for the above-the-floor option,
Option 1A, are presented in Appendix C of the RIA.

8.4.2.1 MACT Floor Option

Table 8-3 provides a summary of the predicted ambient PM ,, and PM, . concentrations from
the S-R matrix for the 2005 baseline and changes associated with the rule. The results indicate that
the predicted changein PM concentrations is composed amost entirely of reductionsin fine
particulates (PM, ) with little or no reduction in coarse particles (PM ,,less PM, ). Therefore, the
observed changesin PM,, are composed primarily of changesin PM,.. In addition to the standard
frequency statistics (e.g., minimum, maximum, average, median), Table 8-3 provides the population-
weighted average which better reflectsthe baseline levels and predicted changes for more popul ated
areas of the nation. This measure, therefore, will better reflect the potential benefits of these
predicted changes through exposure changes to these populations. As shown, the average annual
mean concentrations of PM, ;across all U.S. grid-cells declines by roughly 0.8 percent, or 0.09 ug/m?®.
The population-weighted average annual mean PM, . concentration declined by 0.7 percent, or 0.10

¥ The PM Calculator Tool can be found on the Internet at www.epa.gov/chief/software/pmcalc/index.html.
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pg/m?, which is roughly similar in absolute terms to the spatial average. This indicates the rule
generates roughly equivalent absolute air quality improvementsin less populated, rural areas asin
more populated, urban areas.

Table 8-3.

Summary of 2005 Base Case PM Air Quality and Changes Due to MACT Floor Option:
Industrial Boiler/Process Heater Source Categories

Statistic | 2005 Baseline | Change® | Percent Change

PM,,

Minimum Annual Mean (ug/m®) ® 6.09 -0.07 -1.2%
Maximum Annual Mean (ug/m®) ° 69.30 -0.03 -0.1%
Average Annual Mean (ug/m®) 22.68 -0.32 -1.4%
Median A nnual M ean (ug/mq) 21.84 -0.36 -1.6%
Population-Weighted Average Annual Mean (ug/m®) © 28.79 -0.33 -1.1%
PM, 5

Minimum Annual Mean (ug/m®) ® 0.74 -0.01 0.0%
Maximum Annual M ean (ug/m°) ° 30.35 -0.71 -2.3%
Average Annual Mean (ug/m?) 11.15 -0.09 -0.8%
Median A nnual M ean (ug/m®) 11.11 -0.11 -1.1%
Population-Weighted Average Annual Mean (ug/m®) © 13.50 -0.10 -0.7%

#The change is defined as the control case value minus the baseline value.

® The baseline minimum (maximum) is the va ue for the populated county with thelowest (highest) annual average. The
change relative to the baseline is the observed change for the populated county with the lowest (highest) annual average in
the baseline.

¢ Calculated by summing the product of the projected 2005 county population and the estimated 2005 PM concentration for
that county, and then dividing by the total population in the 48 contiguous States.

Table 8-4 providesinformation on the 2005 populations that will experience improved PM
air quality. There are significant populations that live in areas with meaningful reductions in annual
mean PM, . concentrations resulting from the rule. Asshown, just over 2 percent of the 2005 U.S.
population are predicted to experience reductions of greater than 0.5 pg/m®. Furthermore, almost 8
percent of the 2005 U.S. population will benefit from reductions in annual mean PM, . concentrations
of greater than 0.2 pg/m? and slightly over 28 percent will live in areas with reductions of greater than
0.1 pg/m®. Thisinformation indicates how widespread the improvementsin PM air quality are
expected to be and the large populations that will benefit from these improvements.

Table 8-4.

Distribution of PM2.5 Air Quality Improvements Over 2005 Population Due to MACT Floor
Option: Industrial Boiler/Process Heater Source Categories



2005 Population
Change in Annual Mean PM, ; Concentrations
(ug/m?) Number (millions) Percent (%)
0> A PM,; Conc < 0.05 105.0 37.1%
0.05> A PM,; Conc <0.1 56.3 19.9%
0.1>APM,; Conc <0.25 57.2 20.2%
0.25>A PM,; Conc <0.5 17.1 6.1%
0.5>A PM,; Conc <1.0 4.5 1.6%
1.0>APM,; Conc <2.0 13 0.5%
A PM,; Conc>20 0.2 0.1%

# The change is defined as the control case value minus the baseline value.

Table 8-5 provides additiona insights on the changes in PM air quality resulting from the
final rule. Theinformation presented previously in Table 8-3 illustrated the absolute and relative
changes for different points along the distribution of baseline 2005 PM concentration levels, e.g., the
changereflects the lowering of the minimum predicted baseline concentration rather than the
minimum predicted change for 2005. The latter is the focus of Table 8-5 as it presents the
distribution of predicted changes in both absolute terms (i.e., pg/m® and relative terms (i.e., percent)
across individual grid-cells. Therefore, it provides more information on the range of predicted
changesthat as shown, the absolute reduction in annual mean PM ,, concentration ranged from a low
of 0.00 pug/m? to a high of 16.89 ug/m?, while the relative (or percent) reduction ranged from alow of
0.0 percent to a high of 50.5 percent. Alternatively, for mean PM, ., the absolute reduction ranged
from 0.00 to 4.65 pg/m?, while the relative reduction ranged from 0.0 to 29.4 percent.

Table 8-5.

Summary of Absolute and Relative Changes in PM Air Quality Due to MACT Floor Option:
Industrial Boiler/Process Heater Source Categories

Statistic [ PM,, Annual Mean [ PM, s Annual Mean
Absolute Change from 2005 Baseline (ug/m’)*
Minimum 0.00 0.00
Maximum -16.89 -4.65
Average -0.32 -0.09
Median -0.16 -0.05
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Population-W eighted Average ° -0.33 -0.10

Relative Change from 2005 Baseline (%)°

Minimum 0.00% 0.00%
Maximum -50.52% -29.37%
Average -1.32% -0.70%
Median -0.78% -0.50%
Population-W eighted Average ° -1.26% -0.71%

#The absolute change isdefined as the control case value minus the baseline vaue for each county.

P The relative change is defined as the absolute change divided by the baseline value, or the percentage change, for each
county. The information reported in this section does not necessarily reflect the same county as is portrayed in the absolute
change section.

¢ Calculated by summing the product of the projected 2005 county population and the estimated 2005 county PM
absolute/relative measure of change, and then dividing by the total population in the 48 contiguous states.

For this standard, the MACT floor was chosen as the final alternative. For more information on the
choice of this option as the alternative, please refer to Chapter 1 of this RIA and the preamble.

It should be noted that air quality modeling runs using the S-R matrix are available for cases
in which only PM emission reductions occur and only SO, reductions occur. These runs are
necessary as inputs to the benefits transfer method that estimates monetized benefits for emissions
from sources that are not linked to a specific control device. Results from these pollutant-specific
runs are presented in the technical support document (Pechan, 2001). The benefits transfer method is
explained in Chapter 10, and results from the use of that method are also shown in that chapter.

8.4.3. Visibility Degradation Estimates

Visibility degradation isoften directly proportiona to decreases in light transmittal in the
atmosphere. Scattering and absorption by both gases and particles decrease light transmittance. To
qguantify changesin visibility, our analysis computes a light-extinction coefficient, based on the work
of Sisler (1996), which shows the total fraction of light that is decreased per unit distance. This
coefficient accounts for the scattering and absorption of light by both particles and gases, and
accounts for the higher extinction efficiency of fine particles compared to coarse particles. Fine
particles with significant light-extinction efficiencies include sulfates, nitrates, organic carbon,
elemental carbon (soot), and soil (Sisler, 1996).

Based upon the light-extinction coefficient, we also calculated a unitless visibility index,
called a“deciview,” which is used in the valuation of visibility. The deciview metric provides a
linear scale for perceived visual changes over the entire range of conditions, from clear to hazy.
Under many scenic conditions, the average person can generally perceive a change of one deciview.
The higher the deciview value, the worse the visibility. Thus, an improvement in visibility isa
decrease in deciview value.

Table 8-6 providesthe distribution of visibility improvements across the 2005 U.S.
population resulting from the industrial boilers and process heaters rule. The majority of the 2005
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U.S. population live in areas with predicted improvement in annual average visibility of between 0.4
to 0.6 deciviews resulting from the rule. As shown, almost 4 percent of the 2005 U.S. population are
predicted to experience improved annual average visibility of greater than 0.25 deciviews.
Furthermore, roughly 10 percent of the 2005 U.S. population will benefit from reductions in annual
average visibility of greater than 0.1 deciviews. The information provided in Table 8-6 indicates how
widespread the improvements in visibility are expected to be and the share of populations that will
benefit from these improvements.

Because the visibility benefits analysis distinguishes between general regional visibility
degradation and that particular to Federally-designated Class | areas (i.e., national parks, forests,
recreation areas, wilderness areas, etc.), we separated estimates of visibility degradation into
“residential” and “recreationa” categories. The estimates of visibility degradation for the
“recreational” category apply to Federally-designated Class | areas, while estimates for the
“residential” category apply to non-Class | areas. Deciview estimates are estimated using outputs
from the S-R matrix for the 2005 baseline and the MA CT floor, which are the same scenarios for
which changesin PM,, and PM, ; concentrations are estimated and shown earlier in this chapter.
Deciview estimates for Option 1A are presented in Appendix C of thisRIA

Table 8-6.

Distribution of Populations Experiencing Visibility Improvements in 2005 Due to MACT Floor
Option: Industrial Boiler/Process Heater Source Categories

2005 Population
Improvements in Visibility *

(annual average deciviews) Number (millions) Percent (%)

A Deciview =0 46.0 16.3%

0> A Deciview < 0.05 168.5 59.5%

0.05 > A Deciview < 0.1 41.1 14.5%

0.1 > A Deciview < 0.15 11.5 4.1%

0.15 > A Deciview < 0.25 5.9 2.1%

0.25 > A Deciview < 0.5 37 3.1%

A Deciview > 0.5 11 0.4%

#The change is defined asthe MACT Floor control case deciview level minus the baseline deciview level.

8.4.4 Residential Visibility Improvements

Air quaity modeling results predict that the rule will create improvementsin visibility
through the country. In Table 8-7, we summarize residential visibility improvements across the
Eastern and Western U.S. in 2005. The baseline annual average visibility for all U.S. countiesis 21.2
deciviews. The mean improvement across all U.S. counties is 0.05 deciviews, or dmost 2 percent.

In urban areas (i.e., areas with a population of 250,000 or more), the mean improvement in annual
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visibility was 0.06 deciviews. In rural areas (i.e. all hon-urban areas), the mean improvementin
visibility was 0.04 deciviewsin 2005.

On average, the Eastern U.S. experienced dlightly larger absolute but smaller relative
improvements in visibility than the Western U.S. from theindustrial boilers and process heaters
emission reductions. In Eastern U.S., the mean improvement was 0.05 deciviews from an average
baseline of 22.00 deciviews. Western counties experi enced a mean improvement of 0.01 deciviews
from an average baseline of 17.82 deciviews projected in 2005. Overall, the data suggest that the
rule has the potential to provide someimprovements in visibility across the U.S. in 2005.

Table 8-7.

Summary of 2005 Baseline Visibility and Changes by Region for the MACT Floor Option:
Residential

(Annual Average Deciviews)

Regions"” 2005 Baseline Change” Percent Change
Eastern U.S. 22.00 -0.05 -0.2%
Urban 22.95 -0.06 -0.3%
Rural 21.62 -0.05 -0.2%
Western U.S. 17.82 -0.01 -0.1%
Urban 19.19 -0.01 -0.1%
Rural 17.55 -0.01 -0.1%
National, all counties 21.19 -0.05 -0.2%
Urban 22.49 -0.06 -0.3%
Rural 20.72 -0.04 -0.2%

@ Eastern and Western regions are separaed by 100 degrees West longitude. Background vis bility conditions differ by
region.

® An improvement in visibility is a decrease in deciview value. The changeis defined asthe MACT Floor control case
deciview level minus the baseline deciview level.

8.4.5. Recreational Visibility Improvements

In Table 8-8, we summarize recreational visibility improvements by region in 2005 in Federal
Class | areas. These recreational visibility regions are shown in Figure 8-1. As shown, the national
improvement in visibility for these areas is 0.1 percent, or 0.02 deciviews. Predicted relative
vigbility improvements are the largest in the Eastern U.S. as shown for the Southeast (0.4%), and the
Northeast/Midwest (2.3%). The Southwest and Californiaregions are predicted to have the smallest
relative visibility improvement at 0.0 percent, or 0.00 deciview decline from the baseline.
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Table 8-8.

Summary of 2005 Baseline Visibility and Changes by Region for the MACT Floor Option:
Recreational

(Annual Average Deciviews)

Iy

Cldsqd-Visibilith Regions® 2005YBaseline, p Change® re hange
Southeast — 24.49 -0.08 -0.4%
Southw est 1¥- 00 0.0%
California 19 0.00 0.0%
Northeast/Migw est W 20. = 4 -0.2%
Rocky M ount _"”“ nia 17.29 -0 -0.1%
Northwest H 20.62 -0 -0.1%
National Average (unweig 19.1 0.02 -0.1%
#Regions are pictured in Figure 8-1 and are &gfined in the technical suppol u y Duty V ehicle/Diesel Fuel

TSD, U.S. EPA, 2001.

® Animprovem V*ﬁl 1I|,; _{I§Dq1decrease in decivi alue gMie change is defined as the MR CT %l oor control case
deciview level inefeciview level.

Note: Study regions were represented in the Chestnut and Rowe (1990a, 1990b) studies used
in evaluating the benefits of visibility improvements, while transfer regions used extrapol ated
study results. These are referred to in the Heavy Duty Vehicle/Diesel Fuel Benefits TSD
(U.S. EPA, 2000).

Figure 8-1. Recreational Visibility Regions for Continental U.S.
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CHAPTER9

QUALITATIVE ASSESSMENT OF BENEFITS
OF EMISSION REDUCTIONS

The emission reductions achieved by this environmental regulation will provide benefits to
society by improving environmental quality. In this chapter, and the following chapter, information
is provided on the types and levels of social benefits anticipated from the Industrial and Commercial
Boilers and Process Heaters NESHAP. This chapter discusses the health and welfare effects
associated with the HAPs and other pollutants emitted by affected boilers and process heaters. The
following chapter places amonetary value on a portion of the benefits that are described here.

In general, the reduction of HAP emissions, including mercury, resulting from the regulation
will reduce human and environmental exposure to these pollutants and thus, reduce potential adverse
health and welfare effects. This chapter provides a general discussion of the various components of
total benefits that may be gained from a reduction in HAPs and mercury through this NESHAP. The
rule will also achieve reductions of particulate matter (PM), both coarse (PM,,) and fine (PM,.)
particle fractions, and sulfur dioxide (SO,), which resultsin additional health and welfare benefits
above those achieved by the HAP reductions. HAP benefits are presented separately from the
benefits associated with other pollutant reductions.

9.1 Identification of Potential Benefit Categories

The benefit categories associated with the emission reductions predicted for this regulation
can be broadly categorized as those benefits which are attributable to reduced exposure to HAPs, and
those attributable to reduced exposure to other pollutants. Several of the HAPs associated with this
regulation have been classified as known or probable human carcinogens. As aresult, one of the
benefits of the proposed regulation is areduction in the risk of cancer. Other benefit categories
include: reduced incidence of neurologica effects and irritations of the lungs and skin, reduced
mortality and other morbidity effects associated with PM and SO, (asit transforms into PM). In
addition to health impacts occurring as a result of reductions in HA Ps and other pollutant emissions,
there are welfare impacts which can also be identified. In general, welfare impacts include effects on
crops and other plant life, materials damage, soiling, visibility impairment, and acidification of water
bodies. Each category is discussed separately in the following section.

9.2 Qualitative Description of Air Related Benefits

The health and welfare benefits of HAPs, including mercury, PM, and SO, reductions are
summarized separately in the discussions below.

9.2.1 Benefits of Reducing HAP Emissions

According to baseline emission estimates, the source categories affected by this currently
emits approximately 102,927 tons per year of HAPs at existing sourcesincluding about 11 tons of
mercury and it is estimated that by the year 2005, new boilers and process heaters will emit 1,548
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tons per year of HAPs and 0.4 tons of mercury. This totals 104,474 tons of HAPs and 11.4 tons of
mercury annually at all boiler and process heater sources. The regulation will reduce approximately
58,575 tons of emissions of HAPs and 1.9 tons of mercury at new and existing sources by 2005. For
more information on these HAP emissions and emission reductions, please refer to Chapter 8 of this
RIA and the docket for thisrule.

Human exposure to these HAPs may occur directly through inhalation or indirectly through
ingestion of food or water contaminated by HA Ps or through exposure to the skin. HAPs may also
enter terrestrial and aquatic ecosystems through atmospheric deposition. HA Ps can be deposited on
vegetation and soil through wet or dry deposition. HAPs may also enter the aquatic environment
from the atmosphere via gas exchange between surface water and the ambient air, wet or dry
deposition of particulate HAPs and particles to which HA Ps adsorb, and wet or dry deposition to
watersheds with subsequent leaching or runoff to bodies of water (EPA,1992a). Thisanalysisis
focused only on the air quality benefits of HA P reduction.

9.2.1.1 Health Benefits of HAP and Mercury Reductions.

The HAP emission reductions achieved by this rule are expected to reduce exposure to
ambient concentrations of arsenic, cadmium, chromium, hydrogen chloride, hydrogen flouride, lead,
manganese, mercury, and nickel, which will reduce a variety of adverse health effects considering
both cancer and noncancer endpoints. Information for each pollutant to be reduced by thisruleis
obtained from the Integrated Risk Information System (IRIS), an EPA system for disseminating
information about the effects of several chemicals emitted to the air and /or water, and classifying
these chemicas by cancer risk (IRIS, 2000). These adverse health effects include chronic health
disorders (e.g., irritation of the lung, skin, and mucus membranes and effects on the blood, digestive
tract, kidneys, and central nervous system), and acute health disorders (e.g., lung irritation and
congestion, alimentary effects such as nausea and vomiting, and effects on the central nervous
system). EPA has classified several of these HAPs as known or probable human carcinogens.

The EPA does not have the type of current detailed data on each of the facilities covered by
the emissions standards for this source category, and the people living around the facilities, that
would be necessary to conduct an analysis to determine the actual population exposures to the HAP
emitted from these facilities and potential for resultant health effects. Therefore, the EPA does not
know the extent to which the adverse health effects described above occur in the populations
surrounding these facilities. However, to the extent the adverse effects do occur, the rule will reduce
emissions and subsequent exposures. Health effects associated with the significant HA Ps emitted
from boilers and process heaters are discussed below.

Arsenic

Acute (short term) high-level inhalation exposure to arsenic dust or fumes has resulted in
gastrointestinal effects (nausea, diarrhea, abdominal pain), and central and peripheral nervous system
disorders. Chronic (long-term) inhalation exposure to inorganic arsenic in humans is associated with
irritation of the skin and mucous membranes. Human data suggest a relationship between inhalation
exposure of women working at or living near metal smelters and an increased risk of reproductive
effects, such as spontaneous abortions. Inorganic arsenic exposure in humans by the inhalation route
has been shown to be strongly associated with lung cancer, while ingestion of inorganic arsenic in
humans has been linked to aform of skin cancer and also to bladder, liver, and lung cancer. EPA has
classified inorganic arsenic as aGroup A, known human carcinogen.

Cadmium

The acute (short-term) effects of cadmium inhalation in humans consist mainly of effects on
the lung, such as pulmonary irritation. Chronic (long-term) inhalation or oral exposure to cadmium
leads to abuild-up of cadmium in the kidneys that can cause kidney disease. Cadmium has been
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shown to be a developmental toxicant in animals, resulting in fetal malformations and other effects,
but no conclusive evidence exists in humans. An association between cadmium exposure and an
increased risk of lung cancer has been reported from human studies, but these studies are inconclusive
due to confounding factors. Animal studies have demonstrated an increase in lung cancer from long-
term inhalation exposure to cadmium. EPA has classified cadmium as a Group B1, probable
carcinogen.

Chromium

Chromium may be emitted in two forms, triva ent chromium (chromium 111) or hexavalent
chromium (chromium V1). The respiratory tract isthe major target organ for chromium V1 toxicity,
for acute (short-term) and chronic (long-term) inhalation exposures. Shortness of breath, coughing,
and wheezing have been reported from acute exposure to chromium V1, while perforations and
ulcerations of the septum, bronchitis, decreased pulmonary function, pneumonia, and other
respiratory effects have been noted from chronic exposure. Limited human studies suggest that
chromium V1 inhalaion exposure may be associated with complications during pregnancy and
childbirth, while animal studies have not reported reproductive effects from inhalation exposure to
chromium V1. Human and animal studies have clearly established that inhaled chromium VI isa
carcinogen, resulting in an increased risk of lung cancer. EPA has classified chromium VI as a Group
A, human carcinogen.

Chromium Il isless toxic than chromium V1. The respiratory tract isalso the major target
organ for chromium 111 toxicity, similar to chromium VI. Chromium |1l is an essential element in
humans, with a daily intake of 50 to 200 micrograms per day recommended for an adult. The body
can detoxify some amount of chromium V1 to chromium Ill. EPA has not classified chromium I11
with respect to carcinogenicity. For this rule, EPA has not determined the species of chromium
emitted at industrial baoilers and process heaters.

Hydrogen chloride

Hydrogen chloride, also called hydrochloric acid, is corrosive to the eyes, skin, and mucous
membranes. Acute (short-term) inhalation exposure may cause eye, nose, and respiratory tract
irritation and inflammation and pulmonary edema in humans. Chronic (long-term) occupational
exposure to hydrochloric acid has been reported to cause gastritis, bronchitis, and dermatitisin
workers. Prolonged exposure to low concentrations may also cause dental discoloration and erosion.
No information is available on the reproductive or developmental effects of hydrochloric acid in
humans. In rats exposed to hydrochloric acid by inhalation, atered estrus cycles have been reported
in females and increased fetal mortality and decreased fetal weight have been reported in offspring.
EPA has not classified hydrochloric acid for carcinogenicity.

Hydrogen fluoride

Acute (short term) inhalation exposure to gaseous hydrogen fluoride can cause severe
respiratory damage in humans, including severe irritation and pulmonary edema.

Lead

Lead is avery toxic element, causing a variety of effects at low dose levels. Brain damage,
kidney damage, and gastrointestinal distress may occur from acute (short-term) exposure to high
levels of lead in humans. Chronic (long-term) exposure to lead in humans resultsin effects on the
blood, central nervous system (CNS), blood pressure, and kidneys. Children are particularly sensitive
to the chronic effects of lead, with slowed cognitive development, reduced growth and other effects
reported. Reproductive effects, such as decreased sperm count in men and spontaneous abortionsin
women, have been associated with lead exposure. The developing fetus is at particular risk from
maternal lead exposure, with low birth weight and slowed postnatal neurobehaviora development
noted. Human studies are inconclusive regarding lead exposure and cancer, while animal studies
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have reported an increase in kidney cancer from lead exposure by the oral route. EPA has classified
lead as a Group B2 pollutant, probable human carcinogen®®.

M anganese

Health effects in humans have been associated with both deficiencies and excess intakes of
manganese. Chronic (long-term) exposure to low levels of manganese in the diet is considered to be
nutritionally essential in humans, with a recommended daily allowance of 2 to 5 milligrams per day
(mg/d). Chronic exposure to high levels of manganese by inhalation in humans results primarily in
central nervous system (CNS) effects. Visual reaction time, hand steadiness, and eye-hand
coordination were affected in chronically-exposed workers. Manganism, characterized by feelings of
weakness and lethargy, tremors, a mask-like face, and psychological disturbances, may result from
chronic exposure to higher levels. Impotence and loss of libido have been noted in male workers
afflicted with manganism attributed to inhal ation exposures. EPA has classified manganese in Group
D, not classifiable as to carcinogenicity in humans.

Nickel

Nickel is an essential element in some animal species, and it has been suggested it may be
essential for human nutrition. Nicke dermatitis, consisting of itching of the fingers, hand and
forearms, is the most common effect in humans from chronic (long-term) skin contact with nickel.
Respiratory effects have also been reported in humans from inhalation exposureto nickel. No
information is available regarding the reproductive or developmental effects of nickel in humans, but
animal studies have reported such effects. Human and animal studies have reported an increased risk
of lung and nasal cancersfrom exposure to nickel refinery dusts and nickel subsulfide. Animal
studies of soluble nickel compounds (i.e., nickel carbonyl) have reported lung tumors. EPA has
classified nickel refinery subsulfide as Group A, human carcinogens and nickel carbonyl as a Group
B2, probable human carcinogen.

M ercury

Mercury emitted from industrial boiles and other natural and man-made sources is carried by
winds through the air and eventually is deposited to water and land. Recent estimates (which are
highly uncertain) of annual total global mercury emissionsfrom all sources (hatural and
anthropogenic) are about 5,000 to 5,500 tons per year (tpy). Of this total, about 1,000 tpy are
estimated to be natural emissions and about 2,000 tpy are estimated to be contributions through the
natural global cycle of re-emissions of mercury associated with past anthropogenic activity. Current
anthropogenic emissions account for the remaining 2,000 tpy. Point sources such as fuel combustion;
waste incineration; industrial processes; and metal ore roasting, refining, and processing are the
largest point source categories on aworld-wide basis. Given the global estimates noted above, U.S.
anthropogenic mercury emissions are estimated to account for roughly 3 percent of the global total,
and U.S. utilities are estimated to account for about 1 percent of total global emissions. M ercury
existsin three forms: elemental mercury, inorganic mercury compounds (primarily mercuric
chloride), and organic mercury compounds (primarily methylmercury). Mercury is usually rel eased
in an elemental form and later converted into methylmercury by bacteria. M ethylmercury is more
toxic to humans than other forms of mercury, in part because it is more easily absorbed in the body
(EPA, 1996).

If the deposition is directly to a water body, then the processes of aqueous fate, transport, and
transformation begin. If deposition isto land, then terrestrial fate and transport processes occur first
and then aqueous fate and transport processes occur once the mercury has cycled into a water body.
In both cases, mercury may be returned to the atmosphere through resuspension. In water, mercury is
transformed to methylmercury through biological processes and for exposures affected by this
rulemaking, methylmercury is considered to be the form of greatest concern. Once mercury has been

* |n addition to the information provided in IRIS, another detailed discussion of the benefits of
reducing lead emissions can be found in the Final Report to Congress on Benefits and Costs of the
Clean Air Act, 1970 to 1990 (EPA 410-R-97-002).
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transformed into methylmercury, it can be ingested by the lower trophic level organisms where it can
bioaccumulate in fish tissue (i.e., concentrations of mercury remain in the fish’s system for a long
period of time and accumulates in the fish tissue as predatory fish consume other species in the food
chain). Fish and wildlife at the top of the food chain can, therefore, have mercury concentrations that
are higher than the lower species, and they can have concentrations of mercury that are higher than
the concentration found in the water body itself. In addition, when humans consume fish
contaminated with methylmercury, the ingested methymercury is almost completely absorbed into the
blood and distributed to all tissues (including the brain); it also readily passes through the placentato
the fetus and fetal brain (EPA, 2001a).

Based on the findings of the National Research Council, EPA has concluded that benefits of
Hg reductions would be most apparent at the human consumption stage, as consumption of fish isthe
major source of exposure to methylmercury. At lower levels, documented Hg exposure effects may
include more subtle, yet potentially important, neurodevelopmental effects. Some
subpopulations in the U.S., such as: Native Americans, Southeast Asian Americans, and lower
income subsistence fishers, may rely on fish as aprimary source of nutrition and/or for cultura
practices. Therefore, they consume larger amounts of fish than the general population and may be at
a greater risk to the adverse health effects from Hg due to increased exposure. In pregnant women,
methylmercury can be passed on to the developing fetus, and at sufficient exposure may lead to a
number of neurologica disordersin children. Thus, children who are exposed to low concentrations
of methylmercury prenatally may be at increased risk of poor performance on neurobehavioral tests,
such as those measuring attention, fine motor function, language skills, visual-spatial abilities (like
drawing), and verbal memory. The effectsfrom prenatal exposure can occur even at doses that do not
result in effects in the mother. Mercury may also affect young children who consume fish
contaminated with Hg. Consumption by children may lead to neurological disorders and
developmental problems, which may lead to later economic consequences.

In response to potential risks of mercury-contaminated fish consumption, EPA and FDA have
issued fish consumption advisories which provide recommended limits on consumption of certain fish
species for different populations. EPA and FDA are currently developing a joint advisory that has
been released in draft form. This newest draft FDA-EPA fish advisory recommends that women and
young children reduce the risks of Hg consumption in their diet by moderating their fish
consumption, diversifying the types of fish they consume, and by checking any local advisories that
may exist for local rivers and streams. This collaborative FD A-EPA effort will greatly assist in
educating the most susceptible populations. Additionally, the reductions of Hg from this regulation
may potentially lead to fewer fish consumption advisories (both from federal or state agencies), which
will benefit the fishing community. Currently 44 states have issued fish consumption advisories for
non-commercial fish for some or all of their waters due to contamination of mercury. The scope of
FCA issued by states varies considerably, with some warnings applying to all water bodiesin a state
and others applying only to individual lakes and streams. Note that the absence of a state advisory
does not necessarily indicate that there is no risk of exposure to unsafe levels of mercury in
recreationally caught fish. Likewise, the presence of a state advisory does not indicate that thereisa
risk of exposure to unsafe levels of mercury in recreationally caught fish, unless people consume
these fish at levels greater than those recommended by the fish advisory.

Reductions in methylmercury concentrations in fish should reduce exposure, subsequently
reducing the risks of mercury-related health effectsin the general population, to children, and to
certain subpopulations. Fish consumption advisories (FCA) issued by the States may also help to
reduce exposures to potential harmful levels of methylmercury in fish (although some studies have
shown limited knowledge of and compliance with advisories by at risk populations (M ay and B urger,
1996; Burger, 2000)). To the extent that reductions in mercury emissions reduces the probability that
awater body will have a FCA issued, there are a number of benefits that will result from fewer
advisories, including increased fish consumption, increased fishing choices for recreational fishers,
increased producer and consumer surplus for the commercial fish market, and increased welfare for
subsistence fishing populations.

9-16



Thereisagreat deal of variability among individualsin fish consumption rates; however,
critical elements in estimating methylmercury exposure and risk from fish consumption include the
species of fish consumed, the concentrations of methylmercury in the fish, the quantity of fish
consumed, and how frequently the fish is consumed. Thetypical U.S. consumer eating awide variety
of fish from restaurants and grocery storesis not in danger of consuming harmful levels of
methylmercury from fish and is not advised to limit fish consumption. Those who regularly and
frequently consume large amounts of fish, either marine or freshwater, are more exposed. Because
the developing fetus may be the most sensitive to the effects from methylmercury, women of child-
bearing age are regarded as the population of greatest interest. The EPA, Food and Drug
Administration, and many States have issued fish consumption advisories to inform this population of
protective consumption levels.

The EPA’s 1997 Mercury Study RTC supports a plausible link between anthropogenic
releases of Hg from industrial and combustion sources in the U.S. and methylmercury in fish.
However, these fish methylmercury concentrations also result from existing background
concentrations of Hg (which may consist of Hg from natural sources, as well as Hg which has been
re-emitted from the oceans or soils) and deposition from the global reservoir (which includes Hg
emitted by other countries). Given the current scientific understanding of the environmental fate and
transport of this element, it is not possible to quantify how much of the methylmercury in locally-
caught fish consumed by the U.S. population is contributed by U.S. emissions relative to other
sources of Hg (such as natural sources and re-emissions from the global pool). As aresult, the
relationship between Hg emission reductions from Utility Units and methylmercury concentrationsin
fish cannot be calculated in a quantitative manner with confidence. In addition, there is uncertainty
regarding over what time period these changes would occur. Thisis an area of ongoing study.

Given the present understanding of the Hg cycle, the flux of Hg from the atmosphere to land
or water at one location is comprised of contributions from: the natural global cycle; the cycle
perturbed by human activities; regional sources; and local sources. Recent advances allow for a
general understanding of the global Hg cycle and the impact of the anthropogenic sources. It is more
difficult to make accurate generdizations of the fluxes on a regional or local scale due to the site-
specific nature of emission and deposition processes. Similarly, itisdifficult to quantify how the
water deposition of Hg leads to an increase in fish tissue levels. Thiswill vary based on the specific
characteristics of the individual lake, stream, or ocean.

9.2.1.2 Welfare Benefits of HAP Reductions.

The welfare effects of exposure to HAPs have received less attention from anadysts than the
health effects. However, this situation is changing, especially with respect to the effects of toxic
substances on ecosystems. Over the past ten years, ecotoxicologists have started to build models of
ecological systems which focus on interrel ationships in function, the dynamics of stress, and the
adaptive potential for recovery. Chronic sub-lethal exposures may affect the normal functioning of
individual speciesin ways that make it less than competitive and therefore more susceptible to a
variety of factorsincluding disease, insect attack, and decreases in habitat quality (EPA, 1991). All
of these factors may contribute to an overall change in the structure (i.e., composition) and function
of the ecosystem.

The adverse, non-human biologica effects of HAP emissions include ecosystem and
recreational and commercial fishery impacts. Atmospheric deposition of HAPs directly to land may
affect terrestrial ecosystems. Atmospheric deposition of HAPs also contributes to adverse aquatic
ecosystem effects. This not only has adverse implications for individual wildlife species and
ecosystems as a whole, but also the humans who may ingest contaminated fish and waterfowl.

A number of wildlife species are arisk from consuming mercury-contaminated fish (Duvall
and Baron, 2000). Mercury can affect reproductive success in birds and mammals which may affect
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population levels (Peakall, 1996). This can affect human welfare in several ways. If changesin
popul ations reduces biological diversity in an area this may i mpact the total ecological system. To
the extent that people value biological diversity (existence value), there may be benefits to preventing
thisloss. Also, hunters may experience direct losses if populations of game birds or animals are
reduced. Hunters may also experience welfare lossesif game birds or animals are not fit for
consumption. Hunters may also be affected if predator populations are reduced from reduced
availability of prey species. In addition to hunting, other non-consumptive uses of wildlife including
bird or wildlife viewing may be impacted by reductionsin bird and animal populations. In one
special case, that of the endangered Florida panther, there may be special value placed on reducing
the risks of species loss.

In general, HA P emission reductions achieved through the Industrial Boilers and Process
Heaters NESHAP should reduce the associated adverse environmental impacts.

9.2.2  Benefits of Reducing Other Pollutants Due to HAP Controls

Asis mentioned above, controls that will be required on boilers and process heaters to reduce
HAPs will aso reduce emissions of other pollutants, namely: PM ,,, PM, ., and SO,. According to
baseline emission estimates, the source categories affected by this proposal currently emit
approximately 766,000 tons per year of PM ,,, 217,000 tons per year of PM,, and 3,405,000 tons per
year of SO, at existing sources. Itis estimated that by the year 2005, new boilers and process
heaterswill emit 3,600 tons per year of PM,,, 1,000 tons of PM, ., and 38,200 tons of SO, This
totals 769,600 tons of PM,,, 218,000 tons of PM,, and 3,443,200 tons of SO, annually at all boiler
and process heater sources. The regulation will reduce approximately 562,500 tons of PM ,,
emissions, 159,000 tons of PM, ., and 113,000 tons of SO, at new and existing sources by 2005. For
more information on these HAP emissions and emission reductions, please refer to Chapter 8 of this
RIA and the docket for thisrule. The adverse effects from PM (both coarse and fine) and SO,
emissions are presented below.

9.2.2.1 Benefits of Particulate Matter Reductions. Scientific studies have linked PM (alone
or in combination with other air pollutants) with a series of health effects (EPA, 1996). Coarse
(PM ,,) particles can accumulate in the respiratory system and aggravate health problems such as
asthma. Fine (PM,;) particles can penetrate deep into the lungsto contribute to a number of the
health effects. These health effects include decreased lung function and alterations in lung tissue and
structure and in respiratory tract defense mechanisms which may be manifest in increased respiratory
symptoms and disease or in more severe cases, increased hospital admissions and emergency room
visits or premature death. Children, the elderly, and people with cardiopulmonary disease, such as
asthma, are most at risk from these health effects.

PM also causes a number of adverse effects on the environment. Fine PM isthe major cause
of reduced visibility in parts of the U.S., including many of our national parks and wilderness areas.
Other environmental impacts occur when particles deposit onto soil, plants, water, or materials. For
example, particles containing nitrogen and sulfur that deposit onto land or water bodies may change
the nutrient balance and acidity of those environments, |eading to changes in species composition and
buffering capacity.

Particles that are deposited directly onto leaves of plants can, depending on their chemical
composition, corrode leaf surfaces or interfere with plant metabolism. Finally, PM causes soiling and
erosion damage to materials.

Thus, reducing the emissions of PM and PM precursors from boilers and process heater
sources can help to improve some of the effects mentioned above - either those related to primary PM
emissions, or the effects of secondary PM generated by the combination of SO, with other pollutants
in the atmosphere.
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9.2.2.2 Benefits of Sulfur Dioxide Reductions. Very high concentrations of sulfur dioxide
(S0O,) affect breathing and ambient levels have been hypothesized to aggravate existing respiratory
and cardiovascular disease. Potentially sensitive populations include asthmatics, individuals with
bronchitis or emphysema, children and the elderly. SO, is also a primary contributor to acid
deposition, or acid rain, which causes acidification of lakes and streams and can damage trees, crops,
historic buildings and statues. In addition, sulfur compoundsin the air contribute to visibility
impairment in large parts of the country. Thisis especially noticeable in national parks.

PM can aso be formed from SO, emissions. Secondary PM is formed in the atmosphere
through a number of physical and chemical processesthat transform gases, such as SO,, into particles.
Overdl, emissions of SO, can lead to some of the effects discussed in this section - either those
directly related to SO, emissions, or the effects of ozone and PM resulting from the combination of
SO, with other pollutants.

9.3 Lack of Approved Methods to Quantify HAP Ben efits

The most significant effect associated with the HAPs that are controlled with therule is the
potential incidence of cancer. In previous analyses of the benefits of reductionsin HAPs, EPA has
quantified and monetized the benefits of potential reductions in the incidences of cancer (EPA,
1992b, 1995). In some cases, EPA has also quantified (but not monetized) reductions in the number
of people exposed to non-cancer HAP risks above no-effect levels (EPA, 1995).

Monetization of the benefits of reductionsin cancer incidences requires several important
inputs, including central estimates of cancer risks, estimates of exposure to carcinogenic HAPs, and
estimates of the value of an avoided case of cancer (fatal and non-fatal). In the above referenced
analyses, EPA relied on unit risk factors (URF) developed through risk assessment procedures. The
unit risk factor is a quantitative estimate of the carcinogenic potency of a pollutant, often expressed as
the probability of contracting cancer from a 70 year lifetime continuous exposure to a concentration
of one pg/m?® of a pollutant. These URFs are designed to be conservative, and as such, are more
likely to represent the high end of the distribution of risk rather than a best or most likely estimate of
risk.

In atypica analysis of the expected health benefits of aregulation (see for example the
benefit analysis of the Interstate Air Quality Rule), health effects are estimated by applying changes
in pollutant concentrations to best estimates of risk obtained from epidemiological studies. Asthe
purpose of a benefit analysisisto describe the benefits most likely to occur from areduction in
pollution, use of high-end, conservative risk estimates over-estimate of the expected benefits of the
regulation. For thisreason, we will not attempt to quantify the health benefits of reductions in HAPs
unless best estimates of risks are available. While we used high-end risk estimates in past analyses,
recent advice from the EPA Science Advisory Board (SAB) and internal methods reviews have
suggested that we avoid using high-end estimatesin current analyses. EPA is working with the SAB
to develop better methods for analyzing the benefits of reductionsin HAPs.

While not appropriate as part of a primary estimate of benefits, to estimate the potential
baseline risks posed by the industrial boiler and process heater source categories and the potential
impact of applicability cutoffs discussed in Chapter 3 of this RIA, EPA performed a“ rough” risk
assessment, described below. There are large uncertainties regarding all components of the risk
quantification step, including location of emission reductions, emission estimates, air concentrations,
exposure levels and dose-response relationships. However, if these uncertainties are properly
identified and characterized, it is possible to provide upper-bound estimates of the potential reduction
in inhalation cancer incidence associated with thisrule. Itisimportant to keep in mind that these
estimates will not cover non-inhalation based cancer risks and non-cancer health effects.
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To estimate the potential baseline risks posed by the industrial boiler and process heater
source categories, EPA performed a crude risk analysis of the industrial boiler and process heater
source categories that focused only on cancer risks. The results of the analysis are based on
approaches for estimating cancer incidence that carry significant assumptions, uncertainties, and
limitations. Based on the assessment, if this proposed rule isimplemented at all affected facilities,
annual cancer incidence is estimated to be reduced on the order of tens of cases'year. Due to the
uncertainties associated with the analysis, annual cancer incidence could be higher or lower than these
estimates. (Details of this assessment are available in the docket.)

For non-cancer hedth effects, previous analyses have estimated changes in populations
exposed above the reference concentration level (RfC). However, this requires estimates of
populations exposed to HAPs from controlled sources. Due to data limitations, we do not have
sufficient information on emissions from specific sources and thus are unable to model changesin
population exposures to ambient concentrations of HAPs above the RfC. As aresult, we are unable
to place amonetary value of the HAP benefits associated with thisrule.

9.4 Summary

The HAPs that are reduced as aresult of implementing the Industrial Boilers and Process
Heaters NESHAP will produce a variety of benefits, some of which include: the reduction in the
incidence of cancer to exposed populations, neurotoxicity, irritation, and crop or plant damage. The
rule will also produce benefits associated with reductions in fine and coarse PM and SO, emissions.
Exposureto PM (either directly or through secondary formation from SO,) can lead to several health
effects, including premature death and increased hospital admissions and emergency room visits,
increased respiratory symptoms and disease, decreased |ung function, and alterations in lung tissue
and structure and in respiratory tract defense mechanisms. Children, the elderly, and people with
cardiopulmonary disease, such as asthma, are most at risk from these health effects. It can also form
a haze that reduces the visibility of scenic areas, can cause acidification of water bodies, and have
other impacts on soil, plants, and materials. High concentrations of SO, affect breathing and may
aggravate existing respiratory and cardiovascular disease, which is more likely to affect asthmatics,
individuals with bronchitis or emphysema, children and the elderly. SO, is also a primary contributor
to acid deposition, or acid rain, which causes acidification of lakes and streams and can damage trees,
crops, historic buildings and statues. In addition, sulfur compounds in the air contribute to visibility
impairment in large parts of the country. Thisis especially noticeable in national parks.
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10.0 QUANTIFIED BENEFITS

10.1 Results in Brief

In this section, we calculate monetary benefits for the reductions in ambient PM
concentrations resulting from the emission reductions described in Chapters 3 and 9. Benefitsrelated
to PM,, and PM,,; reductions are calculated usng a combination of two approaches: (1) a direct
valuation based on air quality analysis of modeled PM and SO, reductions at specific industrial
boilers/process heaters, and (2) a benefits transfer approach which uses dollar per ton values
generated from the air quality analysis completed in the first approach to value reductions from non-
specific sources.  Incremental benefits (in 1999 dollars) from boilers and process heater PM and
SO, emission reductions are approximately $16 billion for the MACT floor. We also evaluated an
above the floor regulatory option that ismore stringent than final rule’ s MACT floor. Total annual
benefits of the above the floor option are $17 billion. Although the benefits of the more stringent
option are greater than the MACT floor, there are other costs and economic impacts that deemit an
inferior regulatory option. Thus, the final rule is based on the selection of the MACT floor.

This benefits analysis does not quantify all potential benefits or disbenefits associated with
PM and SO, reductions. This analysis also does not quantify the benefits associated with reductions
in hazardous air pollutants (HAP). The magnitude of the unquantified benefits associated with
omitted categories and pollutants, such as avoided cancer cases, damage to ecosystems, or materials
damage to industrial equipment and national monuments, is not known. However, to the extent that
unquantified benefits exceed unquantified disbenefits, the estimated benefits presented above will be
an underestimate of actual benefits. There are many other sources of uncertainty in the estimates of
guantified benefits. These sources of uncertainty, along with the methods for estimating monetized
benefits for this NESHAP and a more detailed analysis of the results are presented below.
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Table 10-1. Summary of Results: Estimated PM-Related Benefits
of the Industrial Boilers and Process Heaters NESHAP

Estimation Method Total Benefits®®
(millions 19998%)

MACT Floor:
Using a 3% discount rate $16 + B
Using a 7% discount rate $15+B
Abovethe MACT Floor:
Using a 3% discount rate $17 +B
Using a 7% discount rate $16 + B

* Benefits of HAP emission reductions are not quantified in this analysis and, therefore, are not presented in this table. The
quantifiable benefits are from emission reductions of SO, and PM only. For notational purposes, unquantified benefits are
indicated with a“B” to represent additional monetary benefits. A detailed listing of unquantified SO,, PM , and HAP related
health effects is provided in Table 10-13.

B8 . . . . s . . .
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10.2 Introduction

This chapter presents the methods used to estimate the monetary benefits of the
reductionsin PM and SO, emissions associated with control requirements resulting from the
Industrial Boilers/Process Heaters NESHAP. Results are presented for the emission controls
described in Chapter 3. The benefits that result from the rule include both the primary
impacts from application of control technologies or changes in operations and processes, and
the secondary effects of the controls. The regulation induced reductionsin PM and SO,
emissions also described in Chapter 3 will result in changes in the physical damages
associated with exposure to elevated ambient concentrations of PM. These damages include
changes in both human health and welfare effects categories. Benefits are calculated for the
nation as awhole, assuming that controls are implemented at major sources (sources emitting
> 10 tons of aHAP annual, or >25 tons of two or more HAPs annually).

The remander of this chapter provides the following:

. Subsection 3 provides an overview of the benefits methodol ogy.

. Subsection 4 discusses Phase One of the analysis. modeled air quality change and
health effects resulting from a portion of emission reductions at a subset of boiler and
process heaters sources

. Subsection 5 discusses Phase Two of the analysis: Benefit transfer valuation of

remaining emission reductions
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. Subsection 6 discusses total benefit estimated by combining the results of Phases 1
and 2.

. Subsection 7 discusses potential benefit categoriesthat are not quantified dueto data
and/or methodological limitations, and providesal list of analytical uncertainties,
limitations, and biases.

10.3  Overview of Benefits Analysis Methodology

This section documents the general approach used to estimate benefits resulting from
emissions reductions from boiler and process heater sources. Wefollow thebasic
methodology described in the Regulatory Impact Analysis of the Heavy Duty Engine/Diesel
Fuel rule [hereafter referred to asthe HDD RIA] (US EPA, 2000), as well as discussions
provided in the Proposed Non-Road Diesel Engines rule (NRD rule) and the Integrated Air
Quality Rule (IAQR).

Since proposal of the Industrid Boilers and Process Heaters NESHA P, the benefit
methodology utilized by EPA has been updated to reflect the current sciencein air quality
modeling and benefits modeling. EPA has carefully considered the differencesin
methodology from proposal. Based on the IAQR benefit analysis document, we determined
that the NESHAP' s analysis from proposal does not include additional benefit endpoints
(i.e., infant mortality, heart attacks, and asthma exacerbation), which would increase the total
benefit estimate from proposal. The IAQR also uses a newer study of premature mortality
due to PM, which would increase the benefit estimate from proposal. TheVSL estimate for
premature mortdity has been lowered slightly from $6 million to $5.5 million in the lAQR,
which would decrease the benefit estimate from proposal. Findly, an updated air qudity
model (i.e., REMSAD) would also increase our total benefit estimatein thisanalysis.
Although the overall impact on total benefitsis not determinable without a full reassessement
of benefits, it is unlikely that our comparison of benefits to costs would not reved a
substantially different conclusion (e.g., we still expect benefits to exceed costsby a
substantid amount). Therefore, we did not update the benefit analysis from proposal asit
would not impact the benefit-cost comparison for this rule.

On September 26, 2002, the National Academy of Sciences (NAS) released areport
on itsreview of the Agency' s methodology for analyzing the health benefits of measures
taken to reduce air pollution. The report focused on EPA’ s goproach for estimating the
health benefits of regulations designed to reduce concentrations of airborne particulate matter
(PM).

Initsreport, the NAS said that EPA has generally used areasonable framework for
analyzing the health benefits of PM-control measures. It recommended, however, that the
Agency take a number of steps to improve its benefits analysis. In particular, the NAS stated
that the Agency should:

. include benefits estimates for a range of regulatory options,

. estimate benefits for intervals, such as every five years, rather than asingle
yéar;

. clearly state the project baseline statistics used in estimating health benefits,
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including those for air emissons, air quality, and hedth outcomes,

. examine whether implementation of proposed regulations might cause
unintended impacts on human health or the environment;

. when appropriate, use datafrom non-US studies to broaden age rangesto
which current estimates apply and to include moretypes of reevant health
outcomes,

. begin to move the assessment of uncertainties from its ancillary analyses into

its primary analyses by conducting probabilistic, multiple-source uncertainty
analyses. This assessment should be based on available data and expert
judgment.

Although the NAS made a number of recommendations for improvement in EPA’s
approach, it found that the studies selected by EPA for usein its benefits analysis were
generally reasonable choices. In particular, the NAS agreed with EPA’ s decision to use
cohort studies to derive benefits estimates. 1t dso concluded that the Agency’ s selection of
the American Cancer Society (ACS) study for the evauation of PM-related premature
mortality was reasonable, although it noted the publication of new cohort studies that should
be evaluated by the Agency.

Severa of the NAS recommendations addressed the issue of uncertainty and how the
Agency can better analyze and communicate the uncertainties associated with its benefits
assessments. In particular, the Committee expressed concern about the Agency’ s reliance on
asingle value from its analysis and suggested that EPA develop a probabilistic approach for
analyzing the health benefits of proposed regulaory actions. The Agency agrees with this
suggestion and i s working to devel op such an approach for use in future rulemakings. In
particular, the EPA is currently in the process of developing a comprehensive integrated
strategy for characterizing the impact of uncertainty in key elements of the benefits modeling
process (e.g., emissions modeling, air quality modeling, health effects incidence estimation,
valuation) on the results that are generated. A subset of this effort, which is currently
underway, involves an expert elicitation designed to characterize uncertainty in the
estimation of PM-related mortality resulting from both short-term and longer-term exposure.
The EPA will be evduating the results of this dicitation to determine its usefulnessin
characterizing uncertainty in our estimates of PM-related mortality benefits. As elements of
this uncertainty anaysis strategy are finalized, it may be possible to integrate them into later
iterations of regulatory analyses.

In thisRIA & proposal, the Agency used an interim approach for characterizing
uncertainty that showed the impact of several important alternative assumptions about the
estimation and valuation of reductions in premature mortdity and chronic bronchitis. This
approach provided an alternative estimate of health benefits using the time series studiesin
place of cohort studies, aswell as dternative valuation methods for mortality and chronic
bronchitis risk reductions. However, reflecting comments from the SAB-HES as well as the
NAS pand, rather than induding an alternative estimate in the final rule, the EPA will
continueto investigate the impact of key assumptions on mortaity and morbidity estimates.

The analysis of benefits of this NESHAP is conducted in two phases. For a portion
of the emission reductions expected from this rule, the first phase of analysis models the
changein air quality and health effects around specific boiler and process heater sources.
The benefits resulting from the changes in air quality arethen quantified and monetized. For
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the remaining set of emission reductions, the specific location of the emission reduction is
unknown dueto limitations in thedata. Therefore, the second phase of our benefits analysis
is based on benefits transfer of the modeled changesin air quality and health effects from the
location specific emissions reductions achieved in phase one of the analysis. More
specifically, the benefit value per ton of emission reduction estimated in phaseoneis
transferred and applied to the emission reductionsin phase two of the analysis. Table 10-2
summarizes the emissons reductions associated with the phase one and phase two anayses.
This table shows the emission reduction expected from two regulatory options considered for
this rulemaking: the MACT floor, and an above the floor regulatory option. Although the
NESHAP is expected to result in reductions in emissions of many HAPs as well as PM and
SO,, benefits transfer values are generated for only PM and SO, due to limitationsin
availability of transfer values, concentration-response functions, or ar quality and exposure
models for HAPs. For this analysis, we focus on directly emitted PM, and SO, initsroleas a
precursor in the formation of ambient particulate matter. Other potential impacts of PM and
SO, reductions not quantified in this analysis, aswdl as potential impacts of HAPs
reductions are described in Chapter 9.

Table 10-2.

Estimate of Emission Reductions for Phases One and Two of the Benefit Analysis

Regulatory Option Total Emission Phase One: Modeled Phase Two:

Reductions Emission Reductions Reductions Applied
(tons/yr) (tons/yr) to Benefit Transfer

y y Values

MACT Floor:

SO, 112,936 82,542 30,394

PM . 562,110 265,115 296,955

PM, . 159,196 75,095 84,101

Above MACT Floor:

SO, 136,733 95,361 41,372
PM,, 569,229 313,947 255,282
PM, 171,459 94,565 76,894

The general term “benefits’ refersto any and all outcomes of the regulation that
contribute to an enhanced level of social wdfare. In this case, the term “benefits’ refersto
the dollar value associated with all the expected positive impacts of the regulation, that is, all
regulaory outcomesthat lead to higher social welfare. If the benefits are associated with
market goods and services, the monetary value of the benefits is approximated by the sum of
the predicted changes in consumer (and producer) “surplus.” These “surplus’ measures are
standard and widely accepted measures in the field of applied welfare economics, and reflect
the degree of well-being enjoyed by people given different levels of goods and prices. If the
benefits are non-market benefits (such as the risk reductions associated with environmental
quality improvements), however, other methods of measuring benefits must be used. In
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contrast to market goods, non-market goods such as environmental quality improvements are
public goods, whose benefits are shared by many people. Thetotal value of such agood is
the sum of the dollar amounts that al those who benefit are willing to pay.

We follow a “damage-function” approach in calculating total benefits of the modeled
changes in environmental quality. This approach estimates changesin individual health and
welfare endpoints (specific effects that can be associated with changesin air quality) and
assigns values to those changes assuming independence of the individual values. Total
benefits are calculated simply as the sum of the values for all non-overlapping health and
welfare endpoints. Thisimposes no overall preference structure, and does not account for
potential income or substitution effects, i.e. adding a new endpoint will not reduce the value
of changesin other endpoints. The “damage-function” approach is the standard approach for
most cost-benefit analyses of regulations affecting environmental quality, and it has been
used in several recent published analyses (Banzhaf et al., 2002; Levy et al, 2001; Kunzli et
al, 2000; Levy et al, 1999; Ostro and Chestnut, 1998). Time and resource constraints
prevented us from performing extensive new research to measure either the health outcomes
or their values for thisanalysis. Thus, similar to these studies, our estimates are based on the
best available methods of benefits transfer. Benefits transfer is the science and art of
adapting primary research from similar contexts to obtain the most accurate measure of
benefits available for the environmental quality change under analysis.

10.3.1 Methods for Estimating Benefits from Air Quality Improvements

Environmental and health economists have a number of methods for estimating the
economic value of improvementsin (or deterioration of) environmental quality. The method
used in any given situation depends on the nature of the effect and the kinds of data, time,
and resources that are available for investigation and analysis. This section provides an
overview of the methods we selected to monetize the benefitsincluded in this RIA.

We note at the outset that EPA rarely has the time or resources to perform extensive
new research in the form of evaluating the response in human health effects from specific
changes in the concentration of pollutants, or by issuing surveys to collect data of
individud’ s willingness to pay for a particular rule’s given change in air quality, whichis
needed to fully measure the economic benefits of individual rulemakings. Asaresult, our
estimates are based on the best available methods of benefit transfer from epidemiological
studies and studies of the economic value of reducing certain health and welfare effects.
Benefit transfer is the science and art of adapting primary benefits research on concentration-
response functions and measures of the value individuals place on an improvement in agiven
health effect to the scenarios evaluated for a particular regulaion. Thus, we striveto obtain
the most accurate measure of benefits for the environmental qudity change under analysis
given availability of current, peer reviewed research and literature.

In general, economists tend to view an individual’ s willingness-to-pay (WTP) for an
improvement in environmental quality as the most complete and appropriate measure of the
value of an environmental or health risk reduction. An individual’s willingness-to-accept
(WTA) compensation for not receiving the improvement is also a valid measure. Willingness
to pay and Willingness to accept are comparable measures when the change in environmental
quality is small and there are reasonably close substitutes available. However, WTPis
generally considered to be a more readily available and conservative measure of benefits.
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Adoption of WTP as the measure of valueimplies tha the value of environmentd quality
improvements is dependent on the individual preferences of the affected population and that
the existing distribution of income (ability to pay) is appropriate.

For many goods, WTP can be observed by examining actual market transactions. For
example, if agallon of bottled drinking water sells for onedollar, it can be observed that at
least some persons are willing to pay one dollar for such water. For goods not exchanged in
the market, such as most environmental *“goods,” valuation is not as straightforward.
Nevertheless, avalue may be inferred from observed behavior, such as sales and prices of
products that result in similar effects or risk reductions, (e.g., non-toxic cleaners or bike
helmets). Alternatively, surveys may be used in an attempt to directly elicit WTP for an
environmental improvement.

One distinction in environmental benefits estimation is between “use values’and
“non-usevaues.” Although no general agreement exists among economists on a precise
distinction between the two, the general nature of the differenceisclear. Use vadues are
those aspects of environmental quality that affect an individual’s welfare more or less
directly. Theseeffectsinclude changesin product prices, quality, and availability, changes
in the quality of outdoor recreation and outdoor aesthetics, changesin health or life
expectancy, and the costs of actions taken to avoid negative effects of environmental quality
changes.

Non-use values are those for which an individual iswilling to pay for reasons that do
not relate to the direct use or enjoyment of any environmental benefit, but might relateto
existence values and bequest values. Non-usevalues are not traded, directly or indirectly, in
markets. For this reason, the measurement of non-use values has proved to be significantly
more difficult than the measurement of use vadues. Theair quality changes produced by this
NESHAP cause changes in both use and non-use vaues, but the monetary benefit estimates
are amost exclusively for use values.

More frequently than not, the economic benefits from environmental quality changes
are not traded in markets, so direct measurement techniques can not be used. Avoided cost
methods are ways to estimate the costs of pollution by using the expenditures made
necessary by pollution damage. For example, if buildings must be cleaned or painted more
frequently as levels of PM increase, then the appropriately calculated increment of these
costs is areasonable lower bound estimate (under most conditions) of true economic benefits
when PM levels are reduced. Avoided costs methods are used to estimate some of the
health-related benefits related to morbidity, such as hospital admissions (seethe NRD rule
and the IAQR for adetailed discussion of methods to value benefit categories).

Indirect market methods can also be used to infer the benefits of pollution reduction.
The most important application of this technique for our analysisis the calculation of the
value of astatistical life for use in the estimate of benefits from mortaity reductions. There
exists no market where changes in the probability of death are directly exchanged. However,
people make decisions about occupation, precautionary behavior, and other activities
associated with changesin the risk of death. By examining these risk changes and the other
characteristics of people’s choices, it is possible to infer information about the monetary
values associated with changes in mortality risk (see Section 10.4). For measurement of
health benefits, this analysis cgptures the WTP for most use and non-use values, with the
exception of the vaue of avoided hospital admissions, which only captures the avoided cost
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of illness because no WTP values were available in the published literature.

10.3.2 Methods for Describing Uncertainty

In any complex analysis using estimated parameters and inputs from numerous
models, there arelikely to be many sources of uncertainty.’® This analysisis no exception.
Asoutlined both in this and preceding chapters, there are many inputs used to derive the final
estimate of benefits, including emission inventories, air quality models (with their associated
parameters and inputs), epidemiological estimates of concentration-response (C-R)
functions, estimates of values (both from WTP and cost-of-ilIness studies), population
estimates, income estimates, and estimates of the future state of the world (i.e., regulaions,
technology, and human behavior). Each of these inputs may be uncertain, and depending on
their location in the benefits analysis, may have a disproportionately large impact on final
estimates of total benefits. For example, emissions estimates are used in the first stage of the
analysis. Assuch, any uncertainty in emissions estimates will be propagated through the
entire analysis. When compounded with uncertainty in later sages, small uncertaintiesin
emission levels can lead to much larger impacts on total benefits.

Some key sources of uncertainty in each stage of the benefits andysis are:

. Gaps in scientific data and inquiry;

. Variability in estimated relaionships, such as C-R functions, introduced
through differences in study design and statistical modeling;

. Errors in measurement and projection for variables such as population growth
rates;

. Errors due to mis-specification of model structures, including the use of

surrogate variables, such as using PM,, when PM, . is not available, excluded
variables, and ssimplification of complex functions; and

. Biases due to omissions or other research limitations.

Some of the key uncertainties in the benefits analysis are presented in Table 10-3.
Several of the methods employed in this analysis are similar to the methods employed in the
Heavy Duty Diesel and Fuel Standard (HDD TSD). Information on the uncertainty
surrounding particular C-R and valuation functionsis provided in the HDD TSD, and have
been updated in the TSD for the benefits of the Proposed Non-Road Diesel Engines rule
(NRD rule) (EPA, 2003a), and in the documentation for the Integrated Air Qudity Rule
(IAQR) (EPA, 2003b).

' 1t should be recognized that in addition to uncertainty, the annual benefit estimates for the Industrial
Boilers/Process Heaters NESHA P presented in this analysis are also inherently variable, due to the truly
random processes that govern pollutant emissions and ambient air quality in a given year. Factors such as
electricity demand and weather display constant variability regardless of our ability to accurately measure
them. As such, the estimates of annual benefits should be viewed as representative of the types of benefits
that will be realized, rather than the actual benefits that would occur every year.
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Our estimated range of total benefits should be viewed as an goproximate result
because of the sources of uncertanty discussed above (see Table 10-3). Thetota benefits
estimate may understate or overstate actual benefits of therule.

In considering the monetized benefits estimates, the reader should remain aware of
the many limitations of conducting these analyses mentioned throughout thisRIA. One
significant limitation of both the health and we fare benefits analyses is the inability to
quantify many of the serious effects discussed in Chapter 9.

In particular, there are significant categories of PM-related benefits that cannot be
monetized (or in many cases even quantified), and thus they are not included in our
accounting of health and welfare benefits. These unquantified effects include low birth
weight, changes in pulmonary function, chronic respiraory diseases other than chronic
bronchitis, morphological changes, atered host defense mechanisms, non-fatal cancers, and
non-asthma respiratory emergency room visits. A complete discussion of PM related health
effects can be found in the PM Criteria Document (U.S. EPA, 1996). In generdl, if it were
possible to monetize these benefits categories, the benefits estimates presented in this
analysiswould increase. Unquantified benefits are qualitatively discussed in the in Chapter
9 and presented in Table 10-16. The net effect of excluding benefit and disbenefit categories
from the estimate of total benefits depends on the relative magnitude of the effects.

In addition, when we proposed the Industrial Boilers and Process Heaters NESHAP
in 2003, we a'so included an dternative estimate of benefits in addition to a base estimate
that was intended to evaluate the impact of several key assumptions on the estimated
reductions in premature mortality and CB. However, reflecting comments from the SAB-
HES aswell asthe NAS panel, we do not present an aternative estimate to reflect
uncertainty in our benefit estimate. To better understand the scope of potential uncertainties,
in several upcoming analyses EPA will investigate the impact of key assumptions on
mortality and morbidity estimates through a series of sensitivity analyses.

The benefits estimates generated for the final rule are subject to a number of
assumptions and uncertainties, which are discussed throughout the document. For example,
key assumptions underlying the primary estimate for the mortality category include the
following:

Q) Inhalation of fine particles is causally associated with premature death at
concentrations near those experienced by most Americans on adaily basis.
Although biological mechanismsfor this effect have not yet been definitivey
established, the weight of the available epidemiological evidence supports an
assumption of causality.

(2)  All fine particles, regardless of their chemical composition, are equally potent
in causing premature mortality. Thisisanimportant assumption, because PM
produced viatransported precursors emitted from EGUs may differ
significantly from direct PM released from automotive engines and other
industrial sources, but no clear scientific grounds exist for supporting
differential effects estimates by particle type.

3 The C-R function for fine particles is approximately linear within the range of
ambient concentrations under consideration. Thus, the estimates include
health benefits from reducing fine particles in areas with varied
concentrations of PM, including both regions that are in atainment with fine
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(4)

particle standard and those that do not meet the standard.

The forecasts for future emissions and associated air quality modeling are
valid. Although recognizing the difficulties, assumptions, and inherent
uncertainties in the overall enterprise, these andyses are based on
peer-reviewed scientific literature and up-to-date assessment tools, and we
believe the results are highly useful in assessing this proposal.
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Table 10-3. Primary Sources of Uncertainty in the Source Benefit Analyses

. Uncertainties Associated With Health Impact Functions

The value of the PM effect estimate in each impact function.

Application of asingle effect estimate to pollutant changes and populationsin all locations.
Similarity of future year effect estimates to current effect estimates.

Correct functional form of each impact function.

Application of effect esimatesto changesin PM outside the range of PM concentrations observed in the
study.

Application of effect estimatesonly to those subpopulations matching the original study population.

. Uncertainties Associated With PM Concentrations

Responsiveness of the models to changes in precursor emissions.
Projections of future levels of precursor emissions, especially ammonia and crustal materials.
Model chemistry for the formation of ambient nitrate concentrations.

Use of separate air quality models for ozone and PM does not allow for afully integrated analysis of pollutants
and their interactions.

. Uncertainties Associated with PM Mortality Risk

Limited scientific literature supporting adirect biological mechanism for observed epidemiol ogical evidence.
Direct causal agents within the complex mixture of PM have not been identified.

The extent to which adverse health effects are associated with low level exposures that occur many times in the
year versus peak exposures.

The extent to which effectsreported in the long-term exposure studies are associated with historically higher
levels of PM rather than the levels occurring during the period of study.

Reliability of the limited ambient PM,, monitoring data in reflecting actual PM, ; exposures.

. Uncertainties Associated With Possible Lagged Effects

The portion of the PM-related long-term exposure mortality effects associated with changesin annual PM
levels would occur in asingle year is uncertain as well as the portion that might occur in subsequent years.

. Uncertainties Associated With Baseline Incidence Rates

Some baseline incidence rates are not location-specific (e.g., those taken from studies) and may therefore not
accurately represent the actual location-specific rates.

Current baseline incidence rates may not approximate well baseline incidence ratesin 2010.
Projected population and demographics may not represent well future-year population and demographics.

. Uncertainties Associated With Economic Valuation

Unit dollar values associated with health endpoints are only estimates of mean WT P and therefore have
uncertainty surrounding them.

Mean WTP (in constant dollars) for each type of risk reduction may differ from current estimates due to
differences in income or other factors.

. Uncertainties Associated With Aggregation of Monetized Benefits

Health benefits estimates are limited to the available effect esimates. Thus, unquantified or unmonetized
benefits are not included.
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10.4 Phase One Analysis: Modeled Air Quality Change and Health Effects Resulting
from a Portion of Emission Reductions at Boiler and Process Heaters Sources

In phase one of the benefit analysis, we are able to link approximately 50 percent of
the emission reductions from this regulation to specific locations of boilers/process heaters.
This allows usto evaluate the change in air quality around these sources and the resulting
effect on the health of the surrounding population. The analysis performed for the emission
reductions evaluated in phase one can be thought of as having three parts, including:

1. Calculation of the impact that our standards will have on the nationwide
inventories for PM and SO, emissions;

2. Air quality modeling to determine the changes in ambient concentrations of
PM that will result from the changes in nationwide inventories of directly
emitted PM and precursor pollutants; and

3. A benefits analysis to determine the changes in human health, both in terms of
physical effects and monetary value, that result from the changes in ambient
concentrations of PM.

Steps 1 and 2 are discussed in previous chapters of thisRIA. For step 3, we follow
the same general methodol ogy used in the benefits analysis of the HDD rulemaking, as well
as the proposed NRD rule and the IAQR. EPA dso relies heavily on the advice of its
independent Science Advisory Board (SAB) in determining the health and welfare effects
considered in the benefits analysis and in establishing the mos scientifically valid
measurement and val uation techniques.

Figure 10-1 illustrates the steps necessary to link the emission reductions included in
the phase one analysis with economic measures of benefits. The first two stepsinvolve the
specification and implementation of the regulation. First, the specific regulatory options for
reducing air pollution from industrial boilers/process heaters are established. In this chapter
we evaluate the benefits of two regulatory options:. the MACT floor and an aove the floor
option. Next, we determine the changes in boiler and process heater control technology that
can be used to meet the level of emissions reductions specified by the regulatory options (see
Chapter 2). The changesin pollutant emissions resulting from the required changesin
control technology at boilers/process heaters are then cdculated, along with predictions of
emissions for other industrial sectorsin the baseline. The predicted emissions reductions
described in Chapter 3 are then used as inputsto air quality models that predict ambient
concentrations of pollutants over time and space. These concentrations depend on climatic
conditions and complex chemical interactions.

10-12



Figure 10-1. Steps in Phase One of the Benefits Analysis for the Industrial
Boilers/Process Heaters NESHAP

NESHAP Regulatory Options

Apply Control Technology to Affected
Sources

Estimate Expected Reductionsin SO,
and PM Emissions

Model Changesin Ambient
Concentrations of PM, ; and PM,

Estimate Expected Changes in Human
Health Outcomes

Estimate Monetary Vaue of Changesii
Human Health Outcomes

l

Account for Income Growth
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and Calculate Total Benefits

Changes in ambient concentrations will lead to new leves of environmentd quality
in the U.S,, reflected both in human health and in non-health welfare effects. For this
analysis, however, we do not evauate and monetize changes in non-health welfare effects,
such asvisibility and agricultural yields. To generate estimated health outcomes, projected
changes in ambient PM concentrationswere input to a benefits mode, known as the Criteria
Air Pollutant Modeling System (CAPMYS), a customized GIS-based progran. CAPMS
assigns pollutant concentrations to population grid cells for input into concentration-response
functions. CAPMS uses census block population data and changes in pollutant
concentrations to estimate changes in health outcomes for each grid cell. For purposes of
this analysis, we assume a constant proportion of baseline incidence of the various health
effects to the future incidence of health effects.

Our andys s also accounts for expected growth in real income over time. Economic
theory argues that WTP for most goods (such as environmental protection) will increaseif
real incomes increase. The economics literaure suggests that the severity of a health effect
isaprimary determinant of the strength of the relationship between changes in read income
and WTP (Alberini, 1997; Miller, 2000; Viscusi, 1993). As such, we use different factorsto
adjust the WTP for minor health effects, severe and chronic health effects, and premature
mortality. Adjustment factors used to account for projected growth in real income from 1990
to 2005 are 1.03 for minor health effects, 1.09 for severe and chronic health effects, and 1.08
for premature mortality"’.

It should be noted that since proposal of the Industrial Boilers and Process Heaters
NESHAP, the benefit methodology utilized by EPA has been updated to reflect the current
sciencein air quaity modeling and benefits modeling. Dueto time and resource constraints,
EPA was unable to complete a full reassessment of the benefits analysis from proposal.
However, EPA has carefully considered the differences in methodology from proposal.
Based on the IAQR benefit analysis document, we determined that the NESHAP' s analysis
from proposal does not include additional benefit endpoints (i.e., infant mortality, heart
attacks, and asthma exacerbation), which would increase the total benefit estimate from
proposal. The lAQR also uses a newer study of premature mortality dueto PM, which
would increase the benefit estimate from proposal. The VSL estimate for premature
mortality has been lowered slightly from $6 million to $5.5 million in the lAQR, which
would decrease the benefit estimate from proposd. Finally, an updated air quality model
(i.e., REMSAD) would also increase our total benefit estimate in thisanalysis. Although the
overall impact on total benefitsis not determinable without a full reassessement of benefits,
itisunlikely that our comparison of benefits to costs would reveal a substantially different
conclusion (e.g., we still expect benefits to exceed costs by a substantial amount).

Based on the structure of analysis presented above, Section 10.4.1 provides a
description of how we quantify and value changes in individual hedth effects. Then, in
Section 10.4.2 we present quantified estimates of the reductionsin health effects resulting

"Details of the calculation of the income adjustment factors are provided in the IAQR RIA (U.S. EPA, 2003b).
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from phase one of the benefit analysis.
10.4.1 Quantifying Individual Health Effect Endpoints

We use theterm “endpoints’ to refer to specific effects that can be associated with
changesin air quality. To estimate these endpoints, EPA combines changesin ambient air
quality levels with epidemiologicd evidence about population health response to pollution
exposure. The most significant monetized benefits of reducing ambient concentrations of
PM are attributable to reductions in human hedth risks. EPA’s Criteria Document for PM
lists numerous health effects known to be linked to ambient concentrations of the pollutant
(USEPA, 1996a). The previous chapter described some of these effects. This section
describes methods used to quantify and monetize changes in the expected number of
incidences of various health effects. For further detail on the methodol ogy used to assess
human health benefits such as those included in phase one of this analysis, refer to the HDD
RIA and TSD, and the IAQR benefit analysis.

The specific PM endpoints tha are evaluated in this andyssinclude

Premature mortality

Bronchitis - chronic and acute

Hospital admissions - respiratory and cardiovascul ar
Emergency room visitsfor asthma

Asthma attacks

Lower and upper respiratory illness

Minor restricted activity days

Work loss days

Asisdiscussed previoudly, this anadyss relies on concentration-response (C-R)
functions estimated in published epidemiological studies relating health effects to ambient
air quality. The specific studies from which C-R functions are drawn are included in Teble
10-4. Because we rely on methodology used in prior benefit analyses, a complete discussion
of the C-R functions used for this analysis and information about each endpoint are
contained inthe lTAQR RIA .

While a broad range of serious health effects have been associated with exposure to
elevated PM levels (described morefully in the EPA’s PM Criteria Document (US EPA,
19964), we include only a subset of health effectsin this quantified benefit analysis. Health
effects are excluded from this analysis for four reasons: (i) the possibility of double counting
(such as hospital admissions for specific respiratory diseases); (ii) uncertaintiesin applying
effect relationships based on clinical studies to the affected population; (iii) alack of an
established C-R rdationship; or (iv) lack of resources to estimate some endpoints.

Using the C-R functions derived from the studies cited in this table, we apply that
same C-R relationship to al locationsin the U.S. Although the C-R relationship may in fact
vary somewhat from one location to another (for example, due to differences in population
susceptibilities or differences in the composition of PM), location-specific C-R functions are
generaly not available. A single function applied everywhere may result in overestimates of
incidence changes in some locations and underestimates in other locations, but these
location-specific biases will, to some extent, cancel each other out when the total incidence
changeis calculated. It isnot possible to know the extent or direction of the biasin the total
incidence change based on the general application of a single C-R function everywhere.
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Recently, the Health Effects Institute (HEI) reported findings by investigators at
Johns Hopkins University and others that have raised concerns about aspects of the statistical
methodol ogy used in a number of recent time-series studies of short-term exposuresto ar
pollution and health effects (Greenbaum, 2002a). Some of the concentration-regponse
functions used in this benefits analysis were derived from such short-term studies. The
estimates derived from the long-term mortality studies, which account for amajor share of
the benefitsin theanalysis, are not affected. Asdiscussed in HEI materids provided to
sponsors and to the Clean Air Scientific Advisory Committee (Greenbaum, 2002a, 2002b),
these investigators found problemsin the default “convergence criteria’ used in Generalized
Additive Models (GAM) and a separate issue first identified by Canadian investigators about
the potential to underestimate standard errorsin the same statistical package.! These and
other investigators have begun to reanalyze the results of several important time series
studies with alternative approaches that address these issues and have found a downward
revision of some results. For example, the mortdity risk estimates for short-term exposure to
PM,, from NMMAPS were overestimated (the C-R function based on the NMMAPS results
used in this benefits analysis uses the revised NMMAPS results).” However, both the
relative magnitude and the direction of bias introduced by the convergence issueis case-
specific. In most cases, the concentration-response relaionship may be overestimated; in
other cases, it may be underestimated. The preliminary renalyses of the mortality and
morbidity components of NMMAPS suggest that analyses reporting the lowest relative risks
appear to be affected more greatly by this error than studies reporting higher relative risks
(Dominici et al., 2002; Schwartz and Zanobetti, 2002).

Our examination of the original studies used in this analysis finds that the health
endpoints that are potentially affected by the GAM issues include: reduced hospital
admissions and reduced lower respiratory symptoms; reduced lower respiratory symptoms,
and reduced premature mortality due to short-term PM,, exposures and reduced premature
mortality due to short-term PM, . exposures.  While resolution of these issuesis likely to
take some time, the preliminary results from ongoing reanalyses of some of the studies used
in our analyses (Dominici et a, 2002; Schwartz and Zanobetti, 2002; Schwartz, personal
communication 2002) suggest a more modest effect of the S-plus error than reported for the
NMMAPS PM,, mortality study. While we wait for further darification from the scientific
community, we have chosen not to remove these results from the Industrial Boilers and
Process Heaters NESHA P benefits estimates, nor have we elected to apply any interim
adjustment factor based on the preliminary reanalyses. EPA will continue to monitor the
progress of this concern, and make gppropriate adjustments as further information is made
available.

10.4.1.1 Concentration-Response Functions for Premature Mortality

Both long and short-term exposures to ambient levels of air pollution have been
associated with increased risk of premature mortality. The size of the mortdity risk
estimates from these epidemiological studies, the serious nature of the effect itself, and the
high monetary value ascribed to prolonging life make mortality risk reduction the most
important health endpoint quantified inthis analysis. Because of the importance of this
endpoint and the considerable uncertainty among economists and policymakers as to the
appropriate way to value reductions in mortality risks, this section discusses some of the
issues surrounding the estimation of premature mortality. For additional discussion on
mortality and issues related to estimating risk for other health effects categories, we refer
readers to the discussions presented in  the IAQR.
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Epidemiological analyses have consistently linked air pollution, especially PM, with
excess mortality. Although a number of uncertainties remain to be addressed by continued
research (NRC, 1998), a substantial body of published scientific literature documents the
correlation between elevated PM concentrations and increased mortality rates. Community
epidemiological studies that have used both short-term and long-term exposures and
response have been used to estimate PM/ mortality relationships. Short-term studies use a
time-series approach to relate short-term (often day-to-day) changesin PM concentrations
and changes in daily mortality rates up to several days after aperiod of elevated PM
concentrations. Long-term studies examine the potential rel ationship between community-
level PM exposures over multiple years and community-level annual mortdity rates.
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Table 10-4. PM-related Health Outcomes
and Studies Included in the Analysis

Days (minus asthma
attacks)

Health Outcome Pollutant | Applied Source of Effect Source of Baseline
Population Estimate Incidence
Premature Mortality
All-cause premature PM, . > 29 years Krewski et al., 2000 U.S. Centers for
mortality from long-term Disease Control, 1999
exposure
Chronic Illness
Chronic Bronchitis PM, > 26 years Abbey etal., 1995 Abbey etal., 1993
(pooled estimate)
PM,, > 29 years Schwartz et al., 1993 Abbey et al., 1993
Adams and Marano,
1995
Hospital Admissions
COPD PM, > 64 years Samet et a ., 2000 Graves and Gillum,
1997
Pneumonia PM, > 64 years Samet et al., 2000 Graves and Gillum,
1997
Asthma PM, < 65 years Sheppard et a., 1999 | Graves and Gillum,
1997
Total Cardiovascular PM > 64 years Samet et a., 2000 Graves and Gillum,
1997
Asthma-Related ER PM,, All ages Schwartz et al., 1993 | Smith et al., 1997
Visits Graves and Gillum,
1997
Other Effects
Asthma Attacks PM , Asthmatics, all W hittemore and Korn, | Krupnick, 1988
ages 1980 Adams and Marano,
1995
Acute Bronchitis PM, Children, 8-12 Dockery et ., 1996 Adams and Marano,
years 1995
Upper Respiratory PM,, Asthmatic children,| Pope et a., 1991 Pope et al., 1991
Symptoms 9-11
Lower Respiratory PM, Children, 7-14 Schwartz et al., 1994 Schwartz et al., 1994
Symptoms years
Work Loss Days PM, Adults, 18-65 years| Ostro, 1987 Adams and Marano,
1995
Minor Restricted Activity | PM,, Adults, 18-65 years| Ostro and Rothschild., | Ostro and Rothschild,

1989

1989

Researchers have found statistically significant associations between PM and
premature mortality using both types of studies. In general, the risk estimates based on the
long-term exposure studies are larger than those derived from short-term studies. Cohort
analyses are better able to capture the full public health impact of exposureto air pollution
over time (Kunzli, 2001; NRC, 2002). This section discusses some of the issues surrounding
the estimation of premature mortality.
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Over adozen studies have found significant associations between various measures
of long-term exposure to PM and elevated rates of annua mortality, beginning with Lave and
Seskin (1977). Most of the published studies found positive (but not always statistically
significant) associations with available PM indices such as total suspended particles (TSP).
Particles of different fine particles components (i.e., sulfates), and fine particles, aswell as
exploration of alternative model specifications sometimes found inconsistencies (e.g.,
Lipfert, [1989]). Theseearly “cross-sectional” sudies (e.g., Lave and Sekin [1977];
Ozkaynak and Thurston [1987]) were criticized for a number of methodological limitations,
particularly for inadequate control at the individual leved for variables that are potentially
important in causing mortality, such as wealth, smoking, and diet. More recently, several
long-term studies have been published that use improved approaches and appear to be
consistent with the earlier body of literature. These new “prospective cohort” studies reflect
asignificant improvement over the earlier work because they include individual-level
information with respect to health status and residence. The most extensive study and
analyses has been based on data from two prospective cohort groups, often referred to as the
Harvard “ Six-City Study” (Dockery et al., 1993) and the “ American Cancer Society or ACS
study” ( Pope et al., 1995); these studies have found consistent rel ationships between fine
particle indicators and premature mortality across multiple locationsin the United States. A
third major data set comes from the California based 7th Day Adventist Study (e.g., Abbey et
al, 1999), which reported associations between long-term PM exposure and mortality in men.
Results from this cohort, however, have been inconsistent and the air quality results are not
geographicdly representative of most of the United States. More recently, a cohort of adult
mal e veterans diagnosed with hypertension has been examined (Lipfert et al., 2000). The
characteristics of this group differ from the cohorts in the ACS, Six-Cities, and 7" Day
Adventist studies with respect to income, race, health status, and smoking status. Unlike
previous long-term analyses, this study found some associations between mortality and
ozone but found inconsistent results for PM indicators. Because of the selective naure of the
population in the veteran’s cohort, which may have resulted in estimates of relative risk that
are biased relative to arelative risk for the general population, we have chosen not to include
any effect estimates from the Lipfert et al. (2000) study in our benefits assessment.'®

Giventheir consistent resultsand broad geographic coverage, the Six-City and ACSdata
have been particularly important in benefits analyses. The credibility of these two studiesis

®The EPA recognizes that the ACS cohort also is not completely representative of the demographic mix in the
general population. The ACS cohort is almost entirely white, and has higher income and education levels
relative to the general population. The EPA’s approach to this problem is to match populations based on the
potential for demographic characterigtics to modify the effect of air pollution on mortality risk. Thus, for the
various ACS-based models, we are careful to apply the effect estimate only to ages matching those in the
original studies, because age has a potentially large modifying impact on the effect estimate, especially when
younger individuals are excluded from the study population. For the Lipfert analysis, the applied population
should be limited to that matching the sample used in the analysis. This sample was all male, veterans, and
diagnosed hypertensive. There are also a number of differences between the composition of the sample and
the general population, including a higher percentage of African Americans (35 percent), and a much higher
percentage of smokers (81 percent former smokers, 57 percent current smokers) than the general population
(12 percent African American, 24 percent current smokers). These composition differences cannot be
controlled for, but should be recognized as adding to the potential extrapolation bias. The EPA recognizes
the difficulty in controlling for composition of income and education levels. However, in or out criterion
such as age, veteran status, hypertension, race and sex are all controllable by applying filters to the
population data. The EPA has traditionally only controlled for age, because the ACS study used only age as
a screen.
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further enhanced by the fact that they were subject to extensive reexamination and reanalysis
by an independent team of scientific experts commissioned by HEI (Krewski et al., 2000). The
final results of the reanalysis were then independently peer reviewed by a Special Panel of the
HEI Health Review Committee. The results of these reanalyses confirmed and expanded thase
of the original investigators. Thisintensive independent reanalysis effort was occasioned both
by the importance of the original findings as well as concerns that the underlying individual
health effects information has never been made publicly available.

The HEI re-examination lends credibility to the origina studies and highlights
sensitivities concerning therelativeimpact of various pollutants, the potential role of education
in mediating the association between pollution and mortality, and the influence of spatial
correlation modeling. Further confirmation and extension of the overall findings using more
recent air quality and alonger follow-up period for the ACS cohort was recently published in
the Journal of the American Medical Association (Pope et a., 2002).

In developing and improving the methods for estimating and valuing the potential
reductions in mortality risk over the years, the EPA has consulted with the SAB-HES. That
panel recommended use of long-term prospective cohort studies in estimating mortality risk
reduction (EPA-SAB-COUNCIL-ADV-99-005, 1999). This recommendation has been
confirmed by a recent report from the National Research Council, which stated that “it is
essential to use the cohort studies in benefits analysis to capture all important effects from air
pollution exposure” (NAS, 2002, p. 108). More specifically, the SAB recommended emphasis
onthe ACSstudy becauseit includesamuch larger ssmplesizeand longer exposureinterval and
covers more locations (e.g., 50 cities compared to the Six Cities Study) than other studies of its
kind. As explained in the regulatory impact analysis for the Heavy-Duty Engine/Diesel Fuel
rule (EPA, 2000a), more recent EPA benefits analyses have relied on an improved specification
of the ACS cohort data that was developed in the HEI reanalysis (Krewski et a., 2000). The
latest reanalysis of the ACS cohort data (Pope et al., 2002), provides additional refinements to
the analysis of PM-related mortality by (a) extending the follow-up period for the ACS study
subjectsto 16 years, which triplesthe size of the mortality data set; (b) substantially increasing
exposure data, including consideration for cohort exposureto PM 2.5 following implementation
of PM2.5 standard in 1999; (c) controlling for a variety of personal risk factors including
occupational exposure and diet; and (d) using advanced statistical methods to eval uate specific
issuesthat can adversely affect risk estimatesincluding the possibility of spatial autocorrelation
of survival timesin communities located near each other. Because of these refinements, the
SAB- HES recommends using the Pope et a. (2002) study asthe basisfor the primary mortality
estimatefor adultsand suggeststhat alternate estimates of mortality generated using other cohort
and time series studies could be included as part of the sensitivity analysis (SAB-HES, 2003).
However, asisdiscussed above EPA did not reassess the benefit analysis presented at proposal
of this rule to account for the new data of the Pope et al. (2002) study.

This analysis also accounts for alag between reductionsin PM 2.5 concentrations and
reductions in mortaity incidence. It is currently unknown whether there is atime lag (a delay
between changes in PM exposures and changes in mortdity rates) in the long-term
PM2.5/premature mortality relationship. The existence of such a lag is important for the
valuation of premature mortality incidences because economic theory suggests that benefits
occurring in the future should be discounted. Although there is no specific scientific evidence
of the existence or structure of a PM effects lag, current scientific literature on adverse health
effects, such as those associated with PM (e.g., smoking-related disease) and the differencein
the effect size between chronic exposure studies and daily mortality studies suggest that all
incidences of premature mortality reduction associated with agiven incrementa changein PM
exposure probably would not occur in the same year as the exposure reduction. This same
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smoking-related literature impliesthat lags of up to afew yearsare plausible. Adopting thelag
structure endorsed by the SAB (EPA-SAB-COUNCIL-ADV-00-001, 1999), weassume afive-
year lag structure, with 25 percent of premature deaths occurring in the first year (in 2005),
another 25 percent in the second year, and 16.7 percent in each of the remaining three years.
Themortality incidences acrossthe 5-year period isthen discounted back to our year of analysis,
2005.

For reductionsin direct emissionsof PM,,, we use adifferent C-R function, based on the
studies of mortality and shorter term exposures to PM. Long-term studies of the relationship
between chronic exposure and mortality have not found significant associations with coarse
particlesor total PM,,. Asdiscussed earlier in this chapter, concerns have recently been raised
about aspects of the statistical methodology used in a number of recent time-series studies of
short-term exposuresto air pollution and health effects. Due to the* S-Plus” issue identified by
the Health Effects I nstitute, we use as the basis for the our primary estimate the revised relative
risk from the NMMAPS study, reported on the website of the Johns Hopkins School of Public
Health™. Similar to the PM,, lag adjustment discussed above, we also include an adjustment
for PM, to account for recent evidence that daily mortality is associaed with particle levels
from a number of previous days. We use the overall pooled NMMAPS estimate of a 0.224
percent increase in mortality for a10 pg/m3increasein PM,, asthe starting point in developing
our C-R function. Inarecent analysis, Schwartz (2000) found that elevated levels of PM,, on
agiven day can elevate mortality on anumber of following days. Thistype of multi-day model
isoftenreferred to asa”distributed lag” model becauseit assumesthat mortality followingaPM
event will be distributed over anumber of daysfollowing or “lagging’ the PM event®. Because
the NMMAPS study reflects much broader geographic coverage (90 cities) than the Schwartz
study (10 cities), and the Schwartz study has not been reanalyzed to account for the “ S-Plus”
issue, we choose to apply an adjustment based on the Schwartz study to the NMMAPS study to
reflect the effect of adistributed lag model.

The distributed lag adjustment factor is constructed as the ratio of the estimated
coefficient from the unconstrained distributed lag model to the estimated coefficient from the
single-lag model reported in Schwartz (2000)*. The unconstrained distributed lag model
coefficient estimate is 0.0012818 and the single-lag model coefficient estimate is 0.0006479.
Theratio of these estimatesis 1.9784. This adjustment factor is then multiplied by the revised
estimated coefficientsfrom the NMMAPS study. The NMMAPS coefficient corresponding to
the 0.224 percent increase in mortality risk is 0.000224. The adjusted NMMAPS coefficent is
then 0.000224* 1.9784 = 0.000444.

10.4.2 Valuing Individual Health Effect Endpoints

The appropriate economic value of a change in a health effect depends on whether the
health effect is viewed ex ante (before the effect has occurred) or ex post (after the effect has
occurred). Reductions in ambient concentrations of air pollution generally lower the risk of
future adverse health affects by afairly small amount for a large population. The appropriate
economic measure is therefore ex ante WTP for changesin risk. However, epidemiological
studies generally provide

http://www .biostat.jhsph.edu/biostat/research/update.main.htm

#Both the single day and distributed lag models are likely to be affected to the same degree by the S-Plus
convergenceissue. As such, theratio of the coefficients from the models should not be affected as much by
any changes in the coefficient
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estimates of the relative risks of a particular hedth effect avoided due to a reduction in air
pollution. A convenient way to use this data in a consistent framework is to convert
probabilities to units of avoided statistical incidences. This measure is calculated by dividing
individual WTP for a risk reduction by the related observed change in risk. For example,
suppose a measure is able to reduce the risk of premature mortality from 2 in 10,000 to 1 in
10,000 (areduction of 1in 10,000). If individual WTPfor thisrisk reduction is $100, then the
WTP for an avoided statistical premature mortality amountsto $1 million ($100/0.0001 change
in risk). Usng this gpproach, the size of the affected population is automatically taken into
account by the number of incidences predicted by epidemiological studiesappliedtotherelevant
population. The same typeof calculation can produce values for statistical incidences of other
health endpoints.

For some health effects, such as hospital admissions, WTP estimates are generdly not
available. In these cases, we use the cost of treating or mitigating the effect as a primary
estimate. For example, for the valuation of hospital admissions we use the avoided medical
costs as an estimate of the value of avoiding the health effects causng the admission. These
costs of illness (COI) estimates generaly understate the true value of reductions in risk of a
health effect. They tend to reflect the direct expenditures related to treatment but not the value
of avoided pain and suffering from the health effect. Inthe NRD rule RIA and TSD, and the
IAQR, we describe how the changes in health effects should be valued and indicate the value
functions selected to provide monetized estimates of the value of changes in health effects.
Table 10-5 below summarizesthe value estimates per health effect that we used in thisanalysis.
Note that the unit values for hospital admissions are the weighted averages of the ICD-9 code-
specific values for the group of 1ICD-9 codes included in the hospital admission categories.

Table 10-5. Unit Values Used for Economic Valuation of Health Endpoints

Estimated
Value Per
Health or Welfare Incidence e . .
Endpoint (1999) Derivation of Estimates
Central
Estimate
Value isthe mean of value-of-statistical-life estimates from
Premature Mortality (long- $6 million per 26 studies (5 contingent valuation and 21 labor market
term exposure) ) statistical life studies) reviewed for the Section 812 Costs and Benefits of

the Clean Air Act, 1990-2010 (US EPA, 1999).

Valueisthe mean of a generated distribution of WTP to
Chronic Bronchitis $331,000 avoid a case of pollution-related CB. WTP to avoid a case
of pollution-related CB is derived by adjusting WTP (as
described in Viscusi et al., 1991) to avoid a severe case of
CB for the difference in severity and taking into account the
elasticity of WTP with respect to severity of CB.

Hospital Admissions

Chronic Obstructive The COI estimates are based on |CD-9 code level
Pulmonary Disease (COPD) $12,378 information (e.g., average hospital care costs, average
(1CD codes 490-492, 494- length of hospital stay, and weighted share of total COPD
496) category illnesses) reported in Elixhauser (1993).
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Table 10-5. Unit Values Used for Economic Valuation of Health Endpoints

Estimated
Value Per
Heal]tal:“(i)l['":’ivnetlfare Ir(llc;gglége Derivation of Estimates
Central
Estimate
The COI estimates are based on 1CD-9 code level
Pneumonia $14,693 information (e.g., average hospital care costs, average
(1CD codes 480-487) length of hospital stay, and weighted share of total
pneumonia category illnesses) reported in Elixhauser
(1993).
The COI estimates are based on ICD-9 code level
Asthma admissions $6,634 information (e.g., average hospital care costs, average
length of hospital stay, and weighted share of total asthma
category illnesses) reported in Elixhauser (1993).
All Cardiovascular The COI estimates are based on |CD-9 code level
(1CD codes 390-429) $18,387 information (e.g., average hospital care costs, average
length of hospital stay, and weighted share of total
cardiovascular illnesses) reported in Elixhauser (1993).
Emergency room visits for $299 COl estimate based on data reported by Smith, et al. (1997).

asthma
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Table 10-5. Unit Values Used for Economic Valuation of Health Endpoints

Health or Welfare
Endpoint

Respiratory Ailments Not Re

Estimated
Value Per
Incidence
(19999%)
Central
Estimate

quiring Hospitaliza

Derivation of Estimates

tion

Upper Respiratory
Symptoms  (URS)

$24

Combinations of the 3 symptoms for which WTP estimates
are available that closely match those listed by Pope, et al.
result in 7 different “symptom clusters,” each describing a
“type” of URS. A dollar value was derived for each type of
URS, using mid-range estimates of WTP (IEc, 1994) to
avoid each symptom in the cluster and assuming additivity
of WTPs. The dollar value for URS isthe average of the
dollar values for the 7 different types of URS.

Lower Respiratory
Symptoms (LRS)

$15

Combinations of the 4 symptoms for which WTP estimates
are available that closely match those listed by Schwartz, et
al. resultin 11 different “symptom clusters,” each
describing a“type” of LRS. A dollar value was derived for
each type of LRS, using mid-range estimates of WTP (I Ec,
1994) to avoid each symptom in the cluster and assuming
additivity of WTPs. The dollar value for LRS is the average
of the dollar valuesfor the 11 different types of LRS.

Acute Bronchitis

$57

Average of low and high values recommended for usein
Section 812 analysis (Neumann, et al. 1994)

Restricted Activity and Work Loss Days

Work Loss Days (WLDs)

Variable

Regionally adjusted median weekly wage for 1990 divided
by 5 (adjusted to 1999%) (US Bureau of the Census, 1992).

Minor Restricted Activity

$48

Days (MRADs)

Median WTP estimate to avoid one MRAD from Tolley, et
al. (1986) .
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Adjustments for Growth in Real Income

Our analysis also accounts for expected growth in real income over time. Economic
theory argues that WTP for most goods (such as environmental protection) will increase if real
incomes increase. The economics literature suggests that the severity of a health effect isa
primary determinant of thestrength of the relationship between changesinreal incomeand WTP
(Alberini, 1997; Miller, 2000; Viscusi, 1993). As such, we use different factors to adjust the
WTP for minor hedth effects, severe and chronic hedth effects, and premature mortdity.
Adjustment factors used to account for projected growth in real income from 1990 to 2005 are
1.03 for minor health effects, 1.09 for severe and chronic health effects, and 1.08 for premature
mortality.

10.4.2.1 Valuation of Reductions in Premature Mortality Risk

We estimate the monetary benefit of reducing premature mortdity risk using the “value
of statistical lives saved” (V SL) approach, which is a summary measure for the value of small
changesin mortality risk experienced by alarge number of people. The VSL approach applies
information from several published value-of-life studies to determine areasonable benefit of
preventing premature mortality. The mean value of avoiding one statistical death is estimated
tobe$6 millionin 1999 dollars. Thisrepresentsan intermediate valuefrom arange of estimates
that appear in the economicsliterature, and it isavalue the EPA has used in rulemaking support
analysesand in the Section 812 Reportsto Congress. This estimateisthe mean of adistribution
fitted to the estimates from 26 value-of-life studies identified in the Section 812 reports as
“applicableto policy analysis.” The approach and set of selected studies mirrorsthat of Viscusi
(1992) (with the addition of two studies), and uses the same criteriaas Viscus in hisreview of
value-of-life studies. The $6 million estimate is consistent with Viscusi’s conclusion (updated
to 19999) that “most of the reasonable estimates of the value of life are clustered in the $3.7 to
$8.6 million range.” Five of the 26 studies are contingent valuation (CV) studies, which
directly solicit WTP information from subjects; the rest are wage-risk studies, which base WTP
estimates on estimates of the additional compensation demanded in thelabor market for riskier
jobs, controlling for other job and employee characteristics such as education and experience.

Asindicated in the previous section on quantification of premature mortality benefits,
we assume for this analysis that some of the incidences of premature mortdity related to PM
exposuresoccur inadistributed fashion over thefive yearsfollowing exposure. Totakethisinto
account in the valuation of reductionsin premature mortality, we apply an annud three percent
discount rate to the value of premature mortality occurring in future years?.

The economics literature concerning the gppropriate method for valuing reductions in
premature mortality risk isstill developing. The adoption of avaluefor the projected reduction
In the risk of premature mortality is the subject of continuing discussion within the economic
and public policy analysis community. Regardless of the theoretical economic considerations,
the EPA prefers not to draw distinctions in the monetary va ue assigned to the lives saved even
if they differ in age, health status, socioeconomic status, gender, or other characteristic of the
adult population.

“The choice of a discount rate, and its associated conceptual basis, is a topic of ongoing discussion within the
federal government. The EPA adopted a 3 percent discount rate for its primary estimate in this case to
reflect reliance on a“social rate of time preference” discounting concept. We have also calculated benefits
and costs using a 7 percent rate consistent with an “opportunity cost of capital” concept to reflect the time
value of resources directed to meet regulatory requirements. In this case, the benefit and cost estimates were
not significantly affected by the choice of discount rate. Further discussion of thistopic appearsin the
EPA’s Guidelines for Preparing Economic Analyses (in press).
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Following the advice of the EEA C of the SAB, the EPA currently usesthe VSL approach
in calculating the primary estimate of mortality benefits, because we believe this calculation
provides the most reasonabl e single estimate of an individual’ swillingness to trade off money
for reductions in mortdity risk (EPA-SAB-EEAC-00-013).  Although there are severd
differences between the labor market studies we use to derive a VSL estimate and the
particulate matter air pollution context addressed here, those differences in the affected
populations and the nature of the risksimply both upward and downward adjustments. Inthe
absence of a comprehensive and balanced set of adjustment factors, the EPA believesit is
reasonable to continue to use the $6 million value while acknowledging the significant
limitations and uncertainties in the available literature.

Some economists emphasize that the value of a statistical life is not a single number
relevant for all situations. Indeed, the VSL estimate of $6 million (1999 dollars) isitself the
central tendency of a number of estimates of the VSL for some rather narrowly defined
populations. When there are sgnificant differences between the population affected by a
particular health risk and the populations used in the labor market studies, asis the case here,
some economists prefer to adjust the VSL estimate to reflect those differences.

Thereisgeneral agreement that the vaueto an individual of areductionin mortality risk
can vary based on several factors, including the age of the individual, the type of risk, the leve
of control theindividual hasover therisk, theindividual’ s attitudes towards risk, and the health
status of the individual. While the empirical basis for adjusting the $6 million VSL for many
of these factors does not yet exist, a thorough discussion of these factorsis contained in the
benefits TSD for the nonroad diesel rulemaking (Abt Associates, 2003). The EPA recognizes
the need for investigation by the scientific community to develop additional empirical support
for adjustmentsto VSL for the factors mentioned above.

The SAB-EEAC advised in their recent report that the EPA *“continue to use a wage-
risk-based VSL asits primary estimate, including appropriate sensitivity analysesto reflect the
uncertainty of these estimates,” and that “the only risk characteristic for which adjustments to
the VSL can be madeisthe timing of the risk” (EPA-SAB-EEAC-00-013). In developing our
primary estimate of the benefits of prematuremortality reductions, we havefollowed thisadvice
and discounted over the lag period between exposure and premature mortality.

Uncertainties Specific to Premature Mortality Vauation. The economic benefits
associated with premature mortality are the largest category of monetized benefits of the
NESHAP. Inaddition, in prior analyses, the EPA hasidentified vad uation of mortality benefits
as the largest contributor to the range of uncertainty in monetized benefits (see EPA [1999]).
Because of the uncertainty in estimates of the value of premature mortdity avoidance, it is
important to adequately characterize and understand the various types of economic approaches
available for mortality valuation. Such an assessment also requires an understanding of how
alternative valuation approaches reflect that some individuals may be more susceptible to air
pollution-induced mortality or reflect differences in the nature of the risk presented by air
pollution relative to the risks studied in the relevant economics literature.

Thehealth scienceliterature on air pollutionindicatesthat several human characteristics
affect the degree to which mortality risk affects an individual. For example, some age groups
appear to be more susceptibleto air pollution than others (e.g., the elderly and children). Health
status prior to exposure also affects susceptibility. An ideal benefits estimate of mortality risk
reduction would reflect these human characteristics, in addition to an individua’s WTP to
improve one' s own chances of survival plusWTP to improve other individuals' survival rates.
The ideal measure would aso take into account the specific nature of the risk reduction
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commodity that is provided to individuals, as well as the context in which risk isreduced. To
measure this value, it isimportant to assess how reductions in air pollution reduce the risk of
dyingfromthetimethat reductionstake effect onward, and how individual sval ue these changes.
Eachindividual’ ssurvival curve, or the probability of surviving beyond agiven age, should shift
as a result of an environmenta quality improvement. For example, changing the current
probability of survival for an individual also shifts future probabilities of that individual’s
survival. Thisprobability shift will differ acrossindividual s because survival curves depend on
such characteristics as age, health state, and the current age to which the individual islikey to
survive.

Although asurviva curve gpproach providesatheoretically preferred method for valuing
the benefits of reduced risk of premature mortality associated with reducing air pollution, the
approach requiresagreat ded of datato implement. The economic valuation literature doesnot
yet include good estimates of the value of this risk reduction commodity. Asaresult, in this
study we value avoided premature mortality risk using the VSL approach.

Other uncertainti es specific to premature mortality valuati on include the following:

« Across-study variation: Thereisconsiderableuncertanty asto whether theavailable
literature on VSL provides adequate estimates of the VSL saved by air pollution
reduction. Althoughthereisconsiderablevariationintheanaytical designsanddata
used in the existing literature, the majority of the studies involve the value of risks
to a middle-aged working population. Most of the studies examine differences in
wages of risky occupations, using awage-hedonic approach. Certain characteristics
of both the population affected and the mortality risk facing that population are
believed to affect the average WTP to reduce the risk. The appropriateness of a
distribution of WTP based on the current VSL literature for valuing the
mortality-related benefits of reductions in air pollution concentrations therefore
depends not only on the quality of the studies (i.e., how well they measure what they
are trying to measure), but also on the extent to which the risks being valued are
similar and the extent to which the subjects in the studies are similar to the
population affected by changes in pollution concentrations.

« Level of risk reduction: Thetransferability of estimates of the VSL from thewage-
risk studiesto the context of the Interstate Air Quality Rulemaking analysisrestson
the assumption that, within areasonable range, WTP for reductionsin mortality risk
islinear inrisk reduction. For example, suppose a study estimates that the average
WTP for a reduction in mortality risk of 1/100,000 is $50, but that the actua
mortality risk reduction resulting from a given pollutant reduction is 1/10,000. If
WTP for reductionsin mortality risk is linear in risk reduction, then aWTP of $50
for areduction of 1/100,000 impliesaWTP of $500 for arisk reduction of 1/10,000
(whichis 10 timesthe risk reduction valued in the study). Under the assumption of
linearity, the estimate of the V SL does not depend on the particular amount of risk
reduction being valued. Thisassumption has been shown to be reasonabl e provided
the change in the risk being valued is within the range of risks evaluated in the
underlying studies (Rowlatt et al., 1998).

« Voluntarinessof risksevaluated: Although job-related mortality risks may differ in
several waysfromar pollution-related mortality risks, the most important difference
may be that job-related risks are incurred voluntarily, or generally assumed to be,
whereas air pollution-related risks are incurred involuntarily. Some evidence
suggests that people will pay more to reduce involuntarily incurred risks than risks
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incurred voluntarily. If thisisthe case, WTP estimates based on wage-risk studies
may understate WTP to reduce involuntarily incurred air pollution-related mortdity
risks.

« Sudden versus protracted death: A final important difference related to the nature
of the risk may be that some workplace mortality risks tend to involve sudden,
catastrophicevents, whereasair pollution-related riskstend to involvelonger periods
of disease and suffering prior to death. Some evidence suggests that WTP to avoid
arisk of a protracted death involving prolonged suffering and loss of dignity and
personal control is greater than the WTP to avoid arisk (of identical magnitude) of
sudden death. To the extent that the mortality risks addressed in this assessment are
associated with longer periods of illness or greater pain and suffering than are the
risks addressed in the valuation literature, the WTP measurements employed in the
present analysis would reflect adownward bias.

« Self-selection and skill in avoiding risk. Recent research (Shogren et al., 2002)
suggests that VSL estimates based on hedonic wage studies may overstate the
average value of a risk reduction. This is based on the fact that the risk-wage
tradeoff revealed in hedonic studies reflects the preferences of the marginal worker
(i.e., that worker who demands the highest compensation for his risk reduction).
Thisworker must have either higher risk, lower risk tolerance, or both. However,
the risk estimate used in hedonic studies is generally based on average risk, so the
V SL may be upwardly biased because the wage differential and risk measures do not
match.

10.4.2.2 Valuation of Reductions in Chronic Bronchitis

The best available estimate of WTP to avoid a case of chronic bronchitis (CB) comes
from Viscus, et al. (1991). The Viscusi, et al. study, however, describes a severe case of CB to
the survey respondents. We therefore employ an estimate of WTP to avoid a pollution-related
case of CB, based on adjusting the Viscusi, et al. (1991) estimate of the WTPto avoid a severe
case. Thisisdone to account for the likelihood that an average case of pollution-related CB is
not assevere. The adjustment ismade by applying the dasticity of WTP with respect to severity
reported in the Krupnick and Cropper (1992) study. Details of this adjustment procedure can
be found in the 1AQR and its supporting documentation, and in the most recent Section 812
study (EPA 1999).

We use the mean of adistribution of WTP estimates as the central tendency estimate of
WTP to avoid a pollution-related case of CB in this analysis. The distribution incorporates
uncertainty from three sources: (1) the WTP to avoid a case of severe CB, as described by
Viscus, et a.; (2) the severity leve of an average pollution-related case of CB (relative to that
of the case described by Viscusi, e al.); and (3) the elasticity of WTP with respect to severity
of the illness. Based on assumptions about the distributions of each of these three uncertain
components, we derive a distribution of WTP to avoid a pollution-related case of CB by
statistical uncertainty analysistechniques. The expected vadue (i.e.,, mean) of thisdistribution,
which is about $331,000 (19999), is taken as the central tendency estimate of WTP to avoid a
PM-related case of CB.
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10.4.3 Results of Phase One Analysis: Benefits Resulting from a Portion of Emission
Reductions at a Subset of Boiler and Process Heater Sources

Applying the C-R and valuation functions described above to the estimated changes in
PM from phase one of our analysis yields estimates of the number of avoided incidences (i.e.
premature mortalities, cases, admissions, etc.) and the associated monetary values for those
avoidedincidences. InTable 10-6, we providetheresultsfor the MACT floor option resulting
from the phase one andysis. Tables 10-7 present the results for the above the MACT floor
option resulting from the phase one analysis. To obtain atotal benefit estimate, we aggregate
dollar benefits associated with each of the health effects examined, such ashospital admissions,
assuming that none of the included health and welfare effects overlap. All of the monetary
benefits are in constant 1999 dollars.

As we have discussed, not all known PM-related health and welfare effects could be
quantified or monetized. These unmonetized benefits areindicated in Tables 10-6 and 10-7 by
place holders, labeled B, and B,. In addition, unmonetized benefits associated with HAP
reductions are indicated by the placeholder B,. Unquantified reduce incidences of physical
effectsareindicated by U, and U,. The estimate of total monetized health benefitsisthus equal
to the subset of monetized PM-related health benefits plus B,,, the sum of the unmonetized
health benefits.
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Table 10-6. Phase One Analysis: Estimate of Annual Benefits
Associated with Approximately S0% of the Emission Reductions
from the Industrial Boilers/Process Heaters NESHAP
(MACT Floor Regulatory Option in 2005)

Using Air Quality Modeling & the CAPMS Benefit Model* ®

Monetary Benefits®
Avoided (millions 1999$,
Endpoint Incidence® adjusted for growth in
(cases/year) real income)

Premature mortality®" (long-term exposure, adults 30 and over)

-Using a 3% discount rate 1,170 $7,325

-Using a 7% discount rate 1,170 $6,880
Chronic bronchitis (adults, 26 and over, WTP valuation) 2,340 $845
Hospital Admissions — Pneumonia (adults, over 64) 500 $5
Hospital Admissions — COPD (adults, 64 and over) 420 $5
Hospital Admissions — A sthma (65 and younger) 120 $1
Hospital Admissions — Cardiovascular (adults, over 64) 1,230 $25
Emergency Room Visits for A sthma (65 and younger) 930 <$1
Asthma A ttacks (asthmatics, all ages) 79,020 B,
Acute bronchitis (children, 8-12) 2,430 <$1
L ower respiratory symptoms (children, 7-14) 26,470 <$1
Upper respiratory symptoms (asthmatic children, 9-11) 89,480 $5
Work loss days (adults, 18-65) 205,400 $20
Minor restricted activity days (adults, age 18-65) 1,011,200 $50
Other PM -related health effects® U, B,
HAP health effects® u, B,
Total Monetized Health-Related Benefits™

-Using a 3% discount rate — $8,280+B,,

-Using a 7% discount rate — $7,835+B,

"The results presented in this table are based on those SO, and PM_emission reductions identified for specific sources included in the Inventory
Database. Thisincludes approximately 50% of all emission reductions estimated by the rule. The location of all other emission reductions (i.e.
non-inventory reductions) cannot be determined specifically and hence cannot be modeled in an air quality model. See Section 10.5 and
Appendix D for benefit estimation of non-inventory emission reductions.

® The results presented in this table reflect the outcome of the combination of PM and SO, model runs. See A ppendix D for a presentation of
results for each pollutant independently.

¢ Incidences are rounded to the nearest 10 and may not add due to rounding. Incidences of unquantified endpoints areindicated with aU.

® Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with
aB.

® Note that the estimated value for PM-related premature mortality assumes the 5 year distributed lag structure described in detail in the
Regulatory Impact Analysis of Heavy Duty Engine/Diesel Fuel rule.

F Monetized benefits are presented using two different discount rates. Results calculated using 3 percent discount rate are recommended by
EPA’s Guidelines for Preparing Economic Analyses (U.S. EPA, 2000a). Results calculated using 7 percent discount rate are recommended by
OM B Circular A-94 (OMB, 1992).

© A detailed listing of unquantified PM and HAP related health effects is provided in Table 10-17.
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Thus, the estimate of total monetized benefits for phase one of the Industria
BoilergdProcess Heaters NESHAP benefit analysis associated with the MACT floor is
approximately $8 billion + B, (using ether a 3% or 7% discount rae). The benefits of phase
one in combinaion with the phase two estimate of benefits will serve as the basis for our

estimate of the total benefits of the regulation.
For the Above the MACT floor option of this NESHAP, Table 10-7 indicates that the

estimate of total monetized benefits for phase one of the analysis is approximately $10 billion
+ B,, using a 3% discount rate (or approximately $9.5 billion using a 7% discount rate).
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Table 10-7. Phase One Analysis: Estimate of Annual Benefits
Associated with Approximately 50% of the Emission Reductions
from the Industrial Boilers/Process Heaters NESHAP
(Above the MACT Floor Regulatory Option in 2005)
Using Air Quality Modeling & the CAPMS Benefit Model* ®

Monetary Benefits®
Avoided (millions 19998,
Endpoint Incidence® adjusted for growth in
(cases/year) real income)
Premature mortality®" (long-term exposure, adults, 30 and over)
-Using a 3% discount rate 1,390 $8,740
-Using a 7% discount rate 1,390 $8,210
Chronic bronchitis (adults, 26 and over, WTP valuation) 2,860 $1,030
Hospital Admissions — Pneumonia (adults, over 64) 610 $10
Hospital Admissions — COPD (adults, 64 and over) 500 $5
Hospital Admissions — A sthma (65 and younger) 140 $1
Hospital Admissions — Cardiovascular (adults, over 64) 1,480 $25
Emergency Room Visits for A sthma (65 and younger) 1,140 <$1
Asthma A ttacks (asthmatics, all ages) 97,060 B,
Acute bronchitis (children, 8-12) 2,870 <$1
Lower respiratory symptoms (children, 7-14) 31,290 <$1
Upper respiratory symptoms (asthmatic children, 9-11) 110,370 $5
Work loss days (adults, 18-65) 243,870 $25
Minor restricted activity days (adults, age 18-65) 1,196,500 $60
Other PM -related health effects™ U, B,
HAP health effects® U, B,
Total Monetized Health-Related Benefits”
-Using a 3% discount rate — $9,905+B,,
-Using a 7% discount rate — $9,375+B,,
"The results presented in this table are based on those SO, and PM_emission reductions identified for specific sources included in the Inventory

Database. Thisincludes approximately 50% of all emission reductions estimated by the rule. The location of all other emission reductions (i.e.
non-inventory reductions) cannot be determined specifically and hence cannot be modeled in an air quality model. See Section 10.5 and
Appendix D for benefit estimation of non-inventory emission reductions.

® The results presented in this table reflect the outcome of the combination of PM and SO, model runs. See Appendix D for a presentation of
results for each pollutant independently.

¢ Incidences are rounded to the nearest 10 and may not add due to rounding. Incidences of unquantified endpoints areindicated with aU.

° Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with
aB.

£ Note that the estimated value for PM-related premature mortality assumes the 5 year distributed lag structure described in detail in the
Regulatory Impact Analysis of Heavy Duty Engine/Diesel Fuel rule.

 Monetized benefits are presented using two different discount rates. Results calculated using 3 percent discount rate are recommended by
EPA’s Guidelines for Preparing Economic Analyses (U.S. EPA, 2000a). Results calculated using 7 percent discount rate are recommended by
OM B Circular A-94 (OMB, 1992).

" A detailed listing of unquantified PM and HAP related health effects is provided in Table 10-17.
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10.5 Phase Two Analysis: Benefit Transfer Valuation of Remaining Emission Reductions

Asis mentioned previously, only a portion of the expected emission reductions of the
rule can be mapped to specific locations and hence modeled to determine the change in air
quality (e.g., change in ambient PM concentrations). For approximately 50% of the PM
reductions and approximately 30% of the SO, reductions, the lack of location-specific data
prevents us from utilizing the S-R Matrix to determine air quality changes and the CAPMS
model to estimate total benefits. We can assume, however, that these reductions are achieved
uniformly throughout the country because the location of boilers/process heatersinthe U.S. is
spread fairly evenly across all states. To estimate benefits for these reductions, we use the
results of the air quality and benefit analysis provided in phase one to infer the average benefit
value per ton of emission reduction for each pollutant - PM and SO,. The benefit transfer values
for PM and SO, are then applied to all remaining emission reductions to approximate total
benefits of phasetwo of thisanalysis.

Before determining the benefit value to transfer to these reductions, one consideration
must first be made. Thetotal benefitsthat result fromtheair quality analysis of phase oneisdue
to the combination of both direct PM reductions and SO, reductions that transform into
secondary PM. Without knowledge of the percent of the total benefits in phase one that can be
attributed to direct PM versus the percent of phase one benefits attributed to SO,, we cannot
accurately assign the monetized benefits to the tons reduced of each pollutant. To correctly
apportion the total benefit value from phase one to the respective PM and SO, reductions, we
performed two additional S-R Matrix model runs of the reductions valued in phase one; one
evaluation of the benefits of the PM reductions alone (holding SO, unchanged), and one run of
the benefits of the SO, reductions alone (holding PM reductions unchanged). Thisallowsusto
determine the appropriate benefit transfer value for each individual pollutant. Because the
combined effect of reducing both PM and SO, simultaneously at one location would result in
alarger changein the concentration of PM, it can be expected that the air quaity analyses of
each pollutant alone will result in lower changes in concentrations and hence lower cal cul ated
benefits. Theair quality and benefit assessment of theindividual pollutantsare again performed
for each regulatory option: theMACT floor, and the abovethe MACT floor option. Thedetailed
results of the additional air quality and benefit model runs are reported in Appendix D.

These data, along with the set of C-R and valuation functions contained in CAPMS,
constitute the input set for the benefits transfer value function. The benefits transfer function
for each pollutant is specified as:

Benefits

Transfer Value=
Emission Reductions

The numerator in the transfer value formula is total monetary benefits, which is
determined by gpplying the same economic valuation functions specified in Table 10-5 to
changesinincidences of human health endpointsresulting from theair quality modeling of each
pollutant separately. In Appendix D, we show the calculated benefit transfer value of the total
monetized benefits of PM alone and SO, alone and also for each individual endpoint included
in thisanalysis.

A similar calculation is also done for the number of incidences associated with each
endpoint. From theair quality assessments of PM and SO, alone, we divide total incidences of
an endpoint by thetotal emission reductionsincluded in the air quality scenario. Therefore, we
determine ameasure of the number of incidences of each health effect that can result from aton
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of pollutant reductions (for example, 0.10 fewer asthma cases per ton reduced). Thisalowsus
to transfer theincidence per ton reduced to the remaining set of emission reductions of the phase
two analysis.

Note that for both dollar and incidence per ton estimates, we assume that each ton of
pollutant has the same impact, so that subnational applications are inappropriate as the national
application requires assuming populations are uniformly distributed throughout the U.S.

Once all transfer values are determined for each endpoint and total benefits, we apply
them to the set of phase two emission reductions. Findly, we combine our phasetwo estimates
of benefitswiththe phase one cal cul ated benefitsto provide an estimate of total benefitsfor each
endpoint and determine the total monetized benefits associated with the rule.

Sections 10.5.1 and 10.5.2 provide further detail on the transfer values obtained for SO,
and PM in thisanalysis.

10.5.1 SO, Benefits Transfer Values

Using the results of the air quality analysis of SO, reductions alone (holding PM
unchanged) from phase one, we can extract information on the total number of incidences and
total benefit value of each endpoint to estimate the SO, benefit transfer values. Asan example
of the calculation consider the following: thetotal SO, emission reductions applied in the S-R
matrix analysis for phase one of this analysis are 82,542 tons. Under the MACT floor, the
analysis yidds approximately 240 fewer premature deaths at a total value of $1.5 billion (see
Appendix D for details). Therefore, the benefit transfer value to apply to SO, emission
reductions in the phase two analysis associated with the mortality endpoint would on average
be $18,385 per ton reduced. This procedure is repeated for each endpoint and for the total
benefits estimate associated with SO, reductions alone. Further, based on theseresultsit can be
estimated that SO, reductionsfromthe MACT floor on averageresult in 0.003 fewer incidences
of mortality per ton reduced (240 incidences/82,542 tons).

The following tables present the incidence and benefits data necessary to calculate the
benefits transfer valuesfor SO,. Table 10-8 present the benefit transfer values for the MACT
floor option, while Table 10-9 presents benefit transfer values associated with the Above the
MACT floor option. The benefits transfer values for SO, emission reductions are reported in
1999 dollars. Differencesin benefit/ton estimates between the MACT floor option and theabove
the floor option may be due to differences in the location of emission reductions and other
factors. In particular, while PM reductions from process heaters are not expected to accrue at
the MACT floor level of control, approximately 18,300 tons are estimate for the above the floor
option. The Inventory Database providesinformation on the location of the mgority of process
heaters and thus we can apply alarge percentage of these reductionsdirectly into the air quality
and benefit analysis. In addition, the process heaters affected by this proposal are largely found
at large facilities located near large cities, thus the changes in air quality are applied to the
populated areas around the cities.
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Table 10-8. SO, Benefit Transfer Values
Based on Data From Phase One Analysis

MACT Floor Regulatory Option®

Monetary Total
Avoided Incidence Per Benefits” Benefit Per
Endpoint Incidence® | Ton Reduced® | (millions 19995, Ton
(cases/year) gigiv“tsht‘;g i‘;‘;l Reduced®
income) ($/t0n)
Premature mortality® (long-term ex posure, adults
30 and over)
-Using a 3% discount rate 240 0.0029 $1,520 $18,385
-Using a 7% discount rate 240 0.0029 $1,425 $17,270
Chronic bronchitis (adults, 26 and over, WTP 320 0.0039 $115 $1,400
valuation)
Hospital Admissions— Pneumonia (adults, over 60 0.0008 $1 $10
64)
Hospital Admissions— COPD (adults, 64 and over) 50 0.0006 $1 $5
Hospital Admissions— Asthma (65 and younger) 20 0.0003 <$1 <$5
Hospital Admissions— Cardiovascular (adults, 150 0.0018 $5 $30
over 64)
Emergency Room Vists for Asthma (65 and 130 0.0016 <$1 <$1
younger)
Asthma Attacks (asthmatics, all ages) 11,120 0.1347 B, B,
Acute bronchitis (children, 8-12) 490 0.0059 <$1 <$1
Lower respiratory symptoms (children, 7-14) 5,330 0.0645 <$1 $1
Upper respiratory symptoms (asthmatic children, 12,980 0.1572 <$1 $5
9-11)
Work loss days (adults, 18-65) 42,611 0.5162 $5 $55
Minor restricted activity days (adults, age 18-65) 214,592 2.5998 $10 $130
Other PM -related health effects” u, | - B, B,
HA P-related health effects” u, | - B, B,
Total Benefits of SO,-Related Reductions”
-Using a 3% discount rate - | - $1,650 $20,030+B
H
-Using a 7% discount rate — | - $1,560 $18,910+B
H

Results of the phase one benefit anaysis of SO, emission reductions are presented in Appendix D, and replicated in columns 2 and 4 of this

table.

® Incidences are rounded to the nearest 10 and may not add due to rounding.

Incidences of unquantified endpoints areindicated with aU.

¢ Total SO, emission reductions included in the phase one analysis and applied to derive the benefit transfer values of this table are 82,542 tons.
® Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with

aB.

® Monetized benefits are presented using two different discount rates. Results calculated using 3 percent discount rate are recommended by
EPA’s Guidelines for Preparing Economic Analyses (U.S. EPA, 2000a). Results calculated using 7 percent discount rate are recommended by

OM B Circular A-94 (OM B, 1992).
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Table 10-9. SO, Benefit Transfer Values
Based on Data From Phase One Analy51s
Above the MACT Floor Regulatory Option®

Monetary Total
Avoided Incidence Per Benefits” Benefit Per
Endpoint Incidence® | Ton Reduced® | (millions 19995, Ton
(cases/year) gigiv“tsht‘;g i‘;‘;l Reduced®
income) ($/t0n)
Premature mortality (long-term exposure, adults,
30 and over)
-Using a 3% discount rate 310 0.0032 $1,935 $20,305
-Using a 7% discount rate 310 0.0032 $1,820 $19,070
Chronic bronchitis (adults, 26 and over, WTP 400 0.0042 $145 $1,500
valuation)
Hospital Admissions— Pneumonia (adults, over 70 0.0007 $1 $10
64)
Hospital Admissions— COPD (adults, 64 and over) 60 0.0006 $1 $10
Hospital Admissions— Asthma (65 and younger) 30 0.0003 <$1 <$5
Hospital Admissions — Cardiovascular (adults, 170 0.0018 $5 $35
over 64)
Emergency Room Vists for Asthma (65 and 150 0.0015 <$1 <$1
younger)
Asthma Attacks (asthmatics, all ages) 12,250 0.1284 B, B,
Acute bronchitis (children, 8-12) 660 0.0069 <$1 <$1
Lower respiratory symptoms (children, 7-14) 7,170 0.0752 <$1 $1
Upper respiratory symptoms (asthmatic children, 14,160 0.1485 <$1 $5
9-11)
Work loss days (adults, 18-65) 54,980 0.5765 $5 $60
Minor restricted activity days (adults, age 18-65) 279,760 2.9337 $15 $145
Other PM -related health effects u [ - B, B,
HA P-related health effects u, | - B, B,
Total Benefits of SO,-Related Reductions
-Using a 3% discount rate - | - $2,105 $22,070+By
-Using a 7% discount rate e $1,990 $20,840+B
H

Results of the phase one benefit anaysis of SO, emission reductions are presented in Appendix D, and replicated in columns 2 and 4 of this
table.
® Incidences are rounded to the nearest 10 and may not add due to rounding. Incidences of unquantified endpoints areindicated with aU.
¢ Total SO, emission reductions included in the phase one analysis and applied to derive the benefit transfer val ues of this table are 95,361 tons.
° Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with

aB.
10.5.2 PM Benefits Transfer Values

The transfer values for PM are developed using the same basic approach as for the SO,
reductions. However, the PM benefits analysis conducted for this RIA includes health benefits
associated with reductions in both PM, . and PM,,. Therefore, the benefit transfer values for
endpointsassociated with PM, . a oneW| II be established using an estimate of the portion of total
PM reductionsthat are likely to be PM, .. Likewise the benefit endpoints associated with PM,,
alone require an estimate of PM,, emission reductions to derive the benefit transfer value for
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such endpoints. Fortunately, theS-R Matrix model hasacomponent that can approximate PM,,
emissionsfrom atotal changein PM. Based on thisapproximation, of the 265,155 tons of PM,,
emission reductions included in the air quality analysis of the MACT floor from phase one,
approximately 75,095 tons are PM,, ..%

The endpoints associated with PM, ¢ are long-term mortality, minor restricted activity
days (MRAD), and acute respiratory symptoms. All other endpoints are associated with PM,,
reductions. For the MACT floor option, Tables 10-9 present the total incidence and benefits
data for each endpoint from the phase one anaysis , and the calculated the benefits transfer
valuesfor PM that areto be applied for the phasetwo analysis. Table10-10 present similar data
for the above the MACT floor regulatory option.

*> Reductionsin PM,, are derived as a function of the estimated PM,, reductions. The S-R matrix model
contains coefficients that relate reductions in both directly emitted PM,, and directly emitted PM,.. At the
time the S-R matrix was being developed in the early 1990s, a nationwide inventory of directly emitted
PM, , emissions was not available, so the author devel oped a method for crudely estimating PM, ; emissions
from PM,, emissions. The air quality changes predicted by the model for direct PM,; were then developed
from these crude emissions estimates. A full discussion of the derivation of PM, estimates is provided in
E.H. Pechan (1994 and 1996), and L atimer and Associates(1996). The PM Calculator Tool can also be
found on the Internet at www.epa.gov/chief/software/pmcalc/index.html.
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Table 10-10. PM Benefit Transfer Values
Based on Data From Phase One Analysis

MACT Floor Regulatory Option®

Monetary Total
Avoided Incidence Per Benefits® Benefit Per
Endpoint Incidence® | Ton Reduced® | (millions 19995, Ton
(cases/year) adjusted for | Reduced®
growth in real $/ton)
income) (
Premature mortality (long-term, adults, 30 and
over) 900 0.01202 $5,675 $75,595
-Using a 3% discount rate
-Using a 7% discount rate 900 0.01202 $5,330 $71,005
Chronic bronchitis (adults, 26 and over, WTP 2,360 0.0089 $850 $3,195
valuation)
Hospital Admissions— Pneumonia (adults, over 510 0.0019 $10 $30
64)
Hospital Admissions— COPD (adults, 64 and 420 0.0016 $5 $20
over)
Hospital Admissions— Asthma (65 and younger) 90 0.0012 $1 $10
Hospital Admissions — Cardiovascular (adults, 1,230 0.0046 $25 $85
over 64)
Emergency Room Visits for Asthma (65 and 950 0.0036 <$1 $1
younger)
Asthma Attacks (asthmatics, all ages) 80,700 0.3043 B, B,
Acute bronchitis (children, 8-12) 1,870 0.0248 <$1 $1
Lower respiratory symptoms (children, 7-14) 20,370 0.2712 <$1 $5
Upper respiratory symptoms (asthmatic children, 91,620 0.3455 $5 $10
9-11)
Work loss days (adults, 18-65) 158,560 2.1115 $20 $225
Minor restricted activity days (adults, age 18-65) 760,870 10.132 $40 $500
Other PM -related health effects u | - ) B,
HAP-related health effects u, | - 3 B,
Total Benefits of PM-Related Reductions
-Using a 3% discount rate) - | - $6,620 $88,120+B
H
-Using a 7% discount rate - | - $6,275 $83,530+B
H
Results of the phase one benefit anaysis of PM_emission reductions are presented in Appendix D, and replicated in columns 2 and 4 of this

table.

® Incidences are rounded to the nearest 10 and may not add due to rounding. Incidences of unquantified endpoints areindicated with aU.

¢ Total PM,, and PM, 5 emission reductions included in the phase one analysis and applied to derive the benefit transfer values of this table are
265,155 tons and 75,095 tons, respectively.

° Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with
aB.
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Table 10-11. PM Benefit Transfer Values
Based on Data From Phase One Analysis
Above the MACT Floor Regulatory Option™

Monetary
Avoided Incidence Per Benefits” Total
Endpoint Incidence® | Ton Reduced® | (millions 19995, | Benefit Per
(cases/year) g:gl“‘,‘tsht‘;ﬁ ::;1 Ton
C
income) Reduced
Premature mortality (long-term exposure, adults,
30 and over)
-Using a 3% discount rate 1,090 0.0115 $6,835 $72,290
-Using a 7% discount rate 1,090 0.0115 $6,420 $67,900
Chronic bronchitis (adults, 26 and over, WTP 2,680 0.0085 $965 $3,070
valuation)
Hospital Admissions— Pneumonia (adults, over 570 0.0018 $10 $30
64)
Hospital Admissions— COPD (adults, 64 and over) 470 0.0015 $5 $20
Hospital Admissions— Asthma (65 and younger) 110 0.0012 $1 $10
Hospital Admissions — Cardiovascular (adults, 1,390 0.0044 $25 $80
over 64)
Emergency Room Visits for Asthma (65 and 1,070 0.0034 <$1 $1
younger)
Asthma Attacks (asthmatics, all ages) 90,940 0.2897 B, B,
Acute bronchitis (children, 8-12) 2,230 0.0236 <$1 $1
Lower respiratory symptoms (children, 7-14) 24,330 0.2572 <$1 $5
Upper respiratory symptoms (asthmatic children, 103,400 0.3294 $5 $10
9-11)
Work |oss days (adults, 18-65) 190,370 2.0131 $20 $215
Minor restricted activity days (adults, age 18-65) 918,650 9.7144 $45 $485
Other PM -related health effects u | - B, B,
HA P-related health effects u, | - B, B,
Total Benefits of PM-Related Reductions
-Using a 3% discount rate - | - $7,910 $83,645+B
-Using a 7% discount rate e $7,495 $79,255+B
H
“Results of the phase one benefit analysis of PM _emission reductions are presented in Appendix D, and replicated in columns 2 and 4 of this

table.

® Incidences are rounded to the nearest 10 and may not add due to rounding. Incidences of unquantified endpoints areindicated with aU.

¢ Total PM,, and PM,; emission reductionsincluded in the phase one analysis and applied to derive the benefit transfer values of thistable are
313,947 tons and 94,565 tons, respectively.

® Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with
aB.
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10.5.3 Application of Benefits Transfer Values to Phase Two Emission Reductions

Emission reductions included in phase two of our benefit anadysis are summarized in
Table 10-2. These reductions will be applied to the benefit transfer values developed in the
previous section. These emission reductions are derived by simply subtracting the emission
reductions including in the phase one analysis from the total emission reductions anticipated
from thisNESHAP.

Thus, inthefinal step of the phasetwo analysis, the transfer values cal culated in section
10.5.3 are multiplied by the emission reductions associated with the phase two analysis.
Appendix D provides tables showing the benefit estimation for each pollutant (PM and SO,)
separately. In thetables bedow, we combine thetotal SO, benefits of phase two with the total
PM benefits of phase two from Appendix D to provide a summary of total benefits associated
with phase two of this analysis for each regulatory option analyzed.

10-40



Table 10-12. Phase Two Analysis:

Annual Health Benefits

Associated with Non-Inventory Emission Reductions

of the Industrial Boilers/Process Heaters NESHAP -

MACT Floor Regulatory Option in 2005,
Using Benefit Transfer Values®

Monetary Benefits©
Avoided (millions 19998,
Endpoint Incidence® adjusted for growth in
(cases/year) real income)
Premature mortality® (Iong-term exposure, adults, 30 and over)
-Using a 3% discount rate 1,100 $6,920
-Using a 7% discount rate 1,110 $6,495
Chronic bronchitis (adults, 26 and over, WTP valuation) 2,760 $990
Hospital Admissions— Pneumonia (adults, over 64) 590 $10
Hospital Admissions— COPD (adults, 64 and over) 490 $5
Hospital Admissions— Asthma (65 and younger) 110 $1
Hospital Admissions— Cardiovascular (adults, over 64) 1,430 $25
Emergency Room Vidts for Asthma (65 and younger) 1,110 <$1
Asthma Attacks (asthmatics, all ages) 94,470 B,
Acute bronchitis (children, 8-12) 2,270 <$1
Lower respiratory symptoms (children, 7-14) 24,770 <$1
Upper respiratory symptoms (asthmatic children, 10-11) 107,380 <$5
Work loss days (adults, 18-65) 193,270 $20
Minor restricted activity days (adults, age 18-65) 931,140 $45
Other PM -related health effects® u, B,
HAP-related health effects” U, B,
Total Monetized Health-Related Benefits — $8,020+B,
-Using a 3% discount rate
-Using a 7% discount rate — $7,600+B,
The results presented in this table reflect the outcome of the combination of PM and SO, benefit estimates from the application of benefit

transfer values applied in the phase two analysis. See Appendix D for a presentation of results for each pollutant independently.

® Incidences are rounded to the nearest 10 and may not add due to rounding.

Incidences of unquantified endpoints areindicated with aU.

¢ Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with

aB.

° Note that the estimated vaue for PM-related premature mortality assumes the 5 year distributed lag structure described in detail in the

Regulatory Impact Analysis of Heavy Duty Engine/Diesel Fuel rule.

E A detailed listing of unquantified PM and HAP related health effects is provided in Table 10-16.
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Table 10-13. Phase Two Analysis:
Annual Health Benefits Associated with Non-Inventory
Emission Reductions of the Industrial Boilers/Process Heaters NESHAP -
Above the MACT Floor Regulatory Option in 2005,
Using Benefit Transfer Values”

Monetary Benefits®
Avoided (millions 19998,
Endpoint Incidence® adjusted for growth in
(cases/year) real income)
Premature mortality® (Iong-term exposure, adults, 30 and over)
-Using a 3% discount rate 1,020 $6,400
-Using a 7% discount rate 1,020 $6,010
Chronic bronchitis (adults, 26 and over, WTP valuation) 2,350 $850
Hospital Admissions— Pneumonia (adults, over 64) 500 $10
Hospital Admissions— COPD (adults, 64 and over) 410 $5
Hospital Admissions— Asthma (65 and younger) 100 $1
Hospital Admissions— Cardiovascular (adults, over 64) 1,200 $20
Emergency Room Visits for Asthma (65 and younger) 930 <$1
Asthma Attacks (asthmatics, all ages) 79,260 B,
Acute bronchitis (children, 8-12) 2,100 <$1
Lower respiratory symptoms (children, 7-14) 22,890 <$1
Upper respiratory symptoms (asthmatic children, 10-11) 90,220 <$5
Work loss days (adults, 18-65) 178,650 $20
Minor restricted activity days (adults, age 18-65) 868,360 $45
Other PM -related health effects® u, )
HAP-related health effects® u, B,
Total Monetized Health-Related Benefits
-Using a 3% discount rate — $7,350+B,
-Using a 7% discount rate — $6,960+B,
The results presented in this table reflect the ouicome of the combination of PM and SO, benefit esimates from the application of benef

transfer values applied in the phase two analysis. See Appendix D for a presentation of results for each pollutant independently.

® Incidences are rounded to the nearest 10 and may not add due to rounding.

Incidences of unquantified endpoints areindicated with aU.

¢ Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with

aB.

° Note that the estimated vaue for PM-related premature mortality assumes the 5 year distributed lag structure described in detail in the

Regulatory Impact Analysis of Heavy Duty Engine/Diesel Fuel rule.

E A detailed listing of unquantified PM and HAP related health effects is provided in Table 10-16.
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10.6 Total Benefits of the Industrial Boilers/Process Heaters NESHAP

Given the estimates of benefits from phases one and two of this analysis, this section
combinesthoseresultsto present the estimate of total benefits of the NESHAP. To obtain this
estimate, we aggregate dollar benefits associated with each of the effects examined, such as
hospital admissions, into atotal benefits estimate assuming that none of theincluded health and
welfare effects overlap. The benefits associated with the health and welfare effects is the sum
of the separate effects estimates. Total monetized benefits associated with the MACT floor
regulatory option of the Industrid Boilers/Process Heaters NESHAP arelisted in Table 10-14,
along with a breakdown of benefits by endpoint. Table 10-15 provides total annual benefits of
the above the MACT floor option.

Again, note that the value of endpoints known to be affected by PM that we are not able
to monetize are assigned a placeholder value (e.g., B, B,, etc.). Unquantified physical effects
areindicated by aU. Theestimate of total benefitsisthusthe sum of the monetized benefitsand
aconstant, B, equal to the sum of the unmonetized benefits, B,+B,+...+B,.

A comparison of theincidence column to the monetary benefits column reveal sthat there
is not always a dose correspondence between the number of incidences avoided for a given
endpoint and the monetary val ue associated with that endpoint. For example, under theMACT
floor option there are over 75 times more asthma attacks than premature mortalities, yet these
asthma attacks account for only avery small fraction of total monetized benefits. This reflects
the fact that many of the less severe health effects, while more common, are valued at a lower
level than the more severe health effects. Also, some effects, such as asthmaattacks, are valued
using a proxy measure of WTP. Assuch the true value of these effects may be higher than that
reported in Table 10-14 and Table 10-15.

Theestimate of total monetized benefitsfor the MACT floor is$16.3 billion when using
a 3 percent discount rate (or $15.4 billion when using a 7 percent discount rate). Of thistotd,
$14.2 billion (or $13.4 billion) are the benefits of reduced premature mortality risk from PM
exposure. Total monetized benefits are dominated by the benefits of reduced mortality risk,
accounting for 87 percent of total monetized benefits, followed by chronic bronchitistotaling
$1.8 billion, which represents 11 percent of the total. Following chronic bronchitis, minor
restricted activity days (MRADS) is the next largest quantified benefit category totaling $100
million, and it also presents the category with the largest number of incidencesat 1,942,340 per
year. MRADs in combination with lost work days and avoided hospital admissions from
cardiovascular-related illness account for $140 million of total benefits. For the asthma-related
endpoints, we note that the MACT floor will result in approximately 173,000 fewer asthma
attacks, more than 2,000 fewer visits to the emergency room of hospitals for asthma, and 200
fewer hospital admissions for asthma-related effects.

Total annual benefits of the above the MACT floor regulatory option are $17.2 billion
under when using a 3 percent discount rate (or $16.3 billion when using a 7 percent discount
rate). Similar to the MACT floor results, the mortality endpoint accounts for the majority of
benefits at $15.1 hillion (or $14.2 billion), followed by chronic bronchitis at $1.9 billion.
MRADs account for $100 million in benefits and 2,064,854 fewer incidences. The monetized
benefits of MRADs combined with lost work days and cardiovascular-related hospital
admissions account for $180 million of benefits. For the asthma-related endpoints, we note that
the above the MACT floor option will result in approximately 82,000 fewer asthma attacks,
more than 2,000 fewer visits to the emergency room of hospitals for asthma, and about 240
fewer hospital admissions for asthma-related effects.
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Table 10-14. Total Annual Benefits of the
Industrial Boilers/Process Heaters NESHAP
MACT Floor Regulatory Option

Monetary Benefits®
Avoided (millions 19998,
Endpoint Incidence® adjusted for growth in
(cases/year) real income)
Premature mortality® (Iong-term exposure, adults, 30 and over)
-Using a 3% discount rate 2,270 $14,240
-Using a 7% discount rate 2,270 $13,375
Chronic bronchitis (adults, 26 and over, WTP valuation) 5,100 $1,835
Hospital Admissions — Pneumonia (adults, over 64) 1,100 $15
Hospital Admissions— COPD (adults, 64 and over) 900 $10
Hospital Admissions — A sthma (65 and younger) 230 <$5
Hospital Admissions — Cardiovascular (adults, over 64) 2,660 $50
Emergency Room Visits for A sthma (65 and younger) 2,040 <$1
Asthma A ttacks (asthmatics, all ages) 173,490 B,
Acute bronchitis (children, 8-12) 4,700 <$1
Lower respiratory symptoms (children, 7-14) 51,240 $1
Upper respiratory symptoms (asthmatic children, 10-11) 196,860 $5
Work loss days (adults, 18-65) 398,670 $40
Minor restricted activity days (adults, age 18-65) 1,942,340 $100
Other PM -related health effects® U, B,
HA P-related health effects™ U, B,
Total Monetized Health-Related Benefits"
-Using a 3% discount rate — $16,300+By
-Using a 7% discount rate — $15,430+B,
“The results presented in this table include all emission reductions including those identified for specific sources included in the Inventory

Database included in the Phase One analysis and the remaining reductions not included in the Inventory Database included in the Phase Two
analysis

® Incidences are rounded to the nearest 10 and may not add due to rounding. Incidences of unquantified endpoints areindicated with aU.

¢ Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with

aB.
® The estimated value for PM -related premature mortality assumes a 5-year distributed lag structure and discounted at a 3% rate, which is

described in the IAQR benefit anlaysis.
E A detailed listing of unquantified PM and HAP related health effectsis provided in Table 10-16.
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Table 10-15. Total Annual Benefits of the
Industrial Boilers/Process Heaters NESHAP
Above the MACT Floor Regulatory Option

Monetary Benefits©
Avoided (millions 19998,
Endpoint Incidence® adjusted for growth in
(cases/year) real income)

Premature mortality® (long-term exposure, adults, 30 and over)

-Using a 3% discount rate 2,410 $15,135

-Using a 7% discount rate 2,410 $14,220
Chronic bronchitis (adults, 26 and over, WTP valuation) 5,220 $1,875
Hospital Admissions— Pneumonia (adults, over 64) 1,110 $15
Hospital Admissions— COPD (adults, 64 and over) 910 $10
Hospital Admissions— Asthma (65 and younger) 240 <$5
Hospital Admissions— Cardiovascular (adults, over 64) 2,680 $50
Emergency Room Visits for Asthma (65 and younger) 2,080 <$1
Asthma Attacks (asthmatics, all ages) 82,130 B,
Acute bronchitis (children, 8-12) 4,970 <$1
Lower respiratory symptoms (children, 7-14) 54,190 $1
Upper respiratory symptoms (asthmatic children, 10-11) 200,590 $5
Work loss days (adults, 18-65) 275,710 $30
Minor restricted activity days (adults, age 18-65) 2,064,850 $100
Other PM -related health effects® u, B,
HA P-related health effects” U, B,
Total Monetized Health-Related Benefits

-Using a 3% discount rate — $17,230+B,

-Using a 7% discount rate — $16,310+B,,

“The resulis presented in this table include all emission reductions including those
Database and the remaining reductions not included in the Inventory Database.
® Incidences are rounded to the nearest 10 and may not add due to rounding.

dentified tor specific sources included in the Inventory

Incidences of unquantified endpoints areindicated with aU.

° Dollar values are rounded to the nearest 5 million and may not add due to rounding. The value of unquantified endpoints are indicated with

aB.

® The estimated value for PM -related premature mortality assumes a 5-year distributed lag structure and discounted at a 3% rate, which is

described in the 1AQR benefit anlaysis.

E A detailed listing of unquantified PM and H AP related health effects is provided in Table 10-16.
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10.7 Limitations of the Analysis
10.7.1 Uncertainties and Assumptions

Significant uncertainties and potentid biases are inherent in any benefits analysis based
on benefitstransfer techniques. Thisanalysisusestwo forms of benefit transfer, (1) thetransfer
of dose-response functions and val uation estimates from published articles, and (2) the transfer
of value per ton reduced from the monetized estimate in the phase one analysis. The degree of
uncertanty and bias dependson how divergent thereality of the policy situationisfrom the state
of the world assumed in the benefits transfer approaches.

For this analysis, several key assumptions may lead to over or underestimation of
benefits. Table 10-8liststhese assumptions, and where possibleindicate the expected direction
of thebias. Thisisby no meansan exhaustive list, but captures what we have identified askey
assumptions. In addition to these uncertainties and biases, there are uncertainties and biases
embeddedintheoriginal benefitsanalysesfromwhich thetransfer valueswere generated. Some
of these potential biases and assumptions are discussed in the preceding sections. For a full
discussion of these uncertainties, see the RIA for the Heavy Duty Engine/Diesel Fuel rule, as
well as the Section 812 report to congress on the Benefits and Costs of the Clean Air Act 1999
to 2010.

10-47



Table 10-16.
Significant Uncertainties and Biases Associated with the
Industrial Boilers/Process Heaters Benefit Analysis

Assumption Direction of Bias*
Omission of HAP effects, and PM effects Downward
associated with visibility and materials

damage benefit categories

Estimated emission reductions accurately Unknown

reflect conditionsin 2005

Future meteorol ogy well-represented by Unknown

model ed meteorology

Benefits from source studies do not include Unknown
all benefits and disbenefits

Population, demographics, exposures, and air | Unknown
quality included i phase one analysisis
repreentative for the transfer to the phase
two analysis

Linear extrapolation of future populations Unknown

Accuracy of S-R Matrix representativeness of | Unknown
secondary PM formation chemistry

* A downward bias 1san indicator that total benefits are underestimated. An upward biasisan
indicator that total benefits are overestimated. In severd cases, the direction of the bias is
unknown and can potential be an underestimate or an overestimate of total benefits.

10.7.2 Unquantified Effects

In addition to the monetized benefits presented in the above tables, it is important to
recognize that many benefit categories associated with HAP, SO,, and PM reductions are not
quantified or monetized for this analysis. With respect to the benefits of reducing exposure to
HAPs, EPA has developed a rudimentary risk andysis focusing only on cancer risks. As
discussad above, this analysis suggests that the rule would reduce cancer incidence by roughly
tens of cases per year if it were implemented at all affected boiler and process heater facilities.
Placing avalue on theseimpacts would increasethe economic benefits of therule. Thisanalysis
carries significant assumptions, uncertainties, and limitations. EPA isworking with the SAB to
develop better methods for analyzing the cancer and non-cancer benefits of HAP reductions.
EPA will include a monetized estimate of the benefits of reducing HAP emissions with the
analysisfor thefinal ruleif it isable to devel op better methods before promul gation of thisrule.
Other potentially important unquantified benefit categoriesarelistedin Table 10-17. For amore
complete discussion of unquantified benefits and disbenefits, see the RIA for the Heavy Duty
Engine/Diesel Fuel rule.
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Table 10-17. Unquantified Benefit Categories

Unquantified Benefit Categories
Associated with HAPs

Unquantified Benefit Categories
Associated with PM

Health Airway responsiveness Changes in pulmonary function
Categories | Pulmonary inflammation Morphological changes
Increased susceptibility to respiratory | Altered host defense mechanisms
infection
Acute inflammation and respiratory Other chronic respiratory disease
cell damage Emergency room visitsfor asthma
Chronic respiratory damage/ Emergency room visits for non-
Premature aging of lungs asthma respiratory and
Emergency room visitsfor asthma cardiovascular causes
Lower and upper respiratory
symptoms
Acute bronchitis
Shortness of brezath
Increased school absence rates
Welfare Ecosystem and vegetation effects Materials damage
Categories | Damage to urban ornamentals Damage to ecosystems (e.g., acid

(e.g.,grass, flowers, shrubs, and
trees in urban areas)

Commercial field crops

Fruit and vegetable crops

Reduced yields of tree seedlings,
commercial and non-commercial

forests
Damage to ecosystems
Materials damage

sulfate deposition)
Nitrates in drinking water
Visibility in recreational and

residential areas
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10.8 Benefit-Cost Comparison

This Regulatory Impact Analysis (RIA) provides cost, economic impact, and benefit
estimates that are potentidly useful for evaluaing regulatory alternatives for the industrial
boilers and process heaters rule. Benefit-cost analysis provides a systematic framework for
assessing and comparing such alternatives. According to economic theory, the efficient
alternative maximizes net benefits to society (i.e., social benefits minus social costs).
However, there are practical limitations for the comparison of benefitsto cogsin this analysis.
In particular, theinability to quantify the primary HAP rel ated benefits of therule, aswell asthe
inability to quantify the disbenefits of increased electricity generation related emissions
introduces biasesinto our estimate of benefitsthat make comparison with costsless meaningful.
Executive Order 12866 clearly indicates that unquantifiable or nonmonetizable categories of
both costs and benefits should not be ignored. There are many important unquantified and
unmonetized costs and benefits associated with reductions in PM,, and PM,. emissions,
including many health and welfare effects. Potential PM benefit categories that have not been
quantified and monetized are listed in Table 10-18 of this chapter. It isalso important to recall
that thisanalysisisonly of the moneti zabl e benefits associated with PM,, and PM, ; reductions.
The rule is designed to reduce HAP emissions. By achieving these HAP reductions, the rule
reduces the risks associated with exposures to those chemicals, induding the risk of fatal
cancers. It is likely the monetized benefit estimates presented in this chapter are expected to
underestimate total benefits of the rule.

In addition to categories that cannot be included in the cal culated net benefits, there are
also practical limitationsfor the comparison of benefitsto costsin thisanalysis, which have been
discussed throughout this chapter. Several specific limitations deserve to be mentioned again
here:

. The state of amospheric modeling is not sufficiently advanced to provide a workable
“one atmosphere” model capable of characterizing ground-level pollutant exposure for
al pollutants of interest (e.g., ozone, particulate matter, carbon monoxide, nitrogen
deposition, etc). Therefore, the EPA must employ severd different pollutant modelsto
characterize the effects of dternative policies on relevant pollutants. Also, not al
atmospheric models have been widely validated againgt actual ambient data. In
particular, since a broad-scale monitoring network isinthe early stages of development
for fine particulate matter (PM, ¢), atmospheric mode s designed to capture the effects
of alternaive policies on PM, are not fully validated. Additionally, significant
shortcomings exist in the data that are available to perform these analyses. While
containing identifiable shortcomings and uncertainties, EPA believes the models and
assumptionsused intheanalysisarereasonabl e based on the available dataand evidence.

. Qualitative and more detailed discussions of the above and other uncertainties and
limitations areincluded in detail in earlier sections. In particular, the fact that only half
of the sources expected to be affected by this rule are actually covered in theseanalysis
contributes to the uncertainty of the benefits estimates (as well those of the costs and
economic impacts, aswell). Data limitations prevent an overall quantitative estimate
of the uncertainty associated with final estimates. Nevertheless, the reader should keep
all of these uncertainties and limitations in mind when reviewing and interpreting the
results.

. The PM benefit estimates do not include the monetary value of severa known PM-
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related welfare effects, including recreational and resdentia visibility, household
soiling, and materials damage.

Nonethedess, if oneismindful of these limitations, the relative magnitude of the benefit-
cost comparison presented here can be useful information. Thus, this section summarizes the
benefit and cost estimates that are potentially useful for evaluating the efficiency of the
Industrial Boilers and Process Hesaters rule.

The estimated social cost of implementing the NESHAP at the MACT floor is
approximately $837 million (19999%) in third year after issuance of this rule. The monetized
benefits of the MACT floor are $16.3 billion when using a 3 percent discount rate (or
approximately $15.4 billion when using a 7 percent discount rate). Keeping in mind that no
primary HAP-rel ated benefits are quantified, comparison with costs indicates that our estimate
of monetized benefits of ancillary PM,, and SO, reductions alone exceed the compliance costs
by nearly afactor of 20.

For the abovethefloor option (also called “ Option 1A” inthisRIA), the estimated social
cost is $1.9 billion (19999) in third year after issuance of this rule. The monetized benefits of
the above the floor option are $17.2 billion when using a 3 percent discount rate (or
approximately $16.3 billion when using a 7 percent discount rate). Thus, our estimate of
benefits of the above the floor option exceed the costs by a factor of 8.

Itisalso useful to consider theincremental costsand benefitsof movingfromthe MACT
floor to the above the floor option. Theincrementa net benefits of going to the above the floor
option from the NESHAP (the MACT floor aternative) is -$160 million (using a 3 percent
discount rate). Hence, the final rule can be considered a more efficient alternative to society
than the above the floor option from the standpoint of maximizing net benefits. Notethat while
monetized benefits of PM,, and SO, reductions arelargein thisinstance, they account for only
aportion of the benefits of thisrule. Notable omissionsincludeall benefitsof HAPsand VOC
reductions, including reduced cancer incidences, central nervous system and cardiovascular
system effects, and ozone related benefits. It is also important to note that not all benefits of
PM,, reductions have been monetized. Categories which have contributed significantly to
monetized benefits in past analyses (see the Heavy Duty Engineg/Diesel Fuel RIA) include
recreational and residential visibility and household soiling. Table 10-17 lists known
unquantified benefits associated with PM and HAP reductions. Table 10-18 summarizes the
costs, benefits, and net benefits for the rule and the above the floor option, and shows a
comparison of thetwo options.

We did not attempt to estimate welfare benefits associated with PM reductions for this
rule because of the difficulty in devel oping acceptable benefit transfer values for these effects.
The SAB has recently reviewed existing studies valuing improvementsin residential visibility
and reductions in household soiling and advised that these studies do not provide an adequate
basis for valuing these effects in cost-benefit analyses (EPA-SAB-COUNCIL-ADV-00-002,
1999; EPA-SAB-Council-ADV-003, 1998). Rdiable methods do exig for valuing visibility
improvements in Federal Class | areas, however, the benefits transfer method outlined above
doesnot allow for predictionsof changesinvisibility at specific Class| areas. These predictions
are necessary to estimate Class | area visibility benefits. As such we haveleft this potentially
important endpoint unquantified for this analysis. Given the proximity of some sources to
national parks in the Northwest (Mt. Ranier, Olympic, and Crater Lake), Northern Rockies
(Glacier), and Maine (Acadia), these omitted benefits may be significant.
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Aswe characterize the comparison of benefitsto costs, it should be recognized that the
Agency believes itsrisk-based approach to regulating HCl and Mn emissions from industrial
boilerswill reduce the cost impact of thisfinal MACT standard while still achieving substantial
reduction in HCI and Mn exposure by affected populations. In offering this approach, the
Agency recognizes that there may be foregone benefits associated in excess of the resulting
reduction in costs. Asisdiscussed inearlier inthe RIA, the Agency is not able to quantify the
benefits of HAP reductions. However, the reduction in HCl and Mn benefits are not anticipated
to be substantial based on the description of potential effects described in Chapter 9 of thisRIA.
The acid gas scrubbers instaled by industrid boilers not only reduce HCI emissions but also
sulfur dioxide (SO,) emissions smultaneously. Reduction of SO, emissions can provide large
monetized benefitssinceit isaprecursor of fine particul ate matter (PM, <), apollutant associated
with a high degree of premature mortality in exposed populations. The fabric filtersinstalled
by indusgtrid boilers not only reduce Mn emissions but also PM emissions s multaneously.
Reduction of directly emitted coarse particulate matter (PM,,) emissions can a so provide large
monetized benefitsaswell. Whilethere may beforegone benefitsin excess of the cost reduction,
it should be recognized that the estimated monetized benefits from implementation of the final
ruleincluding this risk-based approach are still much larger than the costs ($14.5 billion versus
$690 million, or greater by a factor of 21). In addition, it should be recognized that the
reductions not achieved due to industrial boilers taking advantage of the risk-based approach
could be obtained in a more efficient manner through other regulatory programs to reduce PM.
Moreinformation on comparing the benefits of thisruleto its costs can be found earlier in this
RIA chapter.

TheAgency recognizesthat many Stateswill want to reduce SO, and PM emissionsfrom
current levelsin order to meet requirements associated with the proposed Interstate Air Qudity
Rule (IAQR) and PM National Ambient Air Quality Standards (NAAQS). It may be necessary
for States to requirereductions of SO, in higher amounts than can be obtained from the venturi
scrubbers or PM reductions from fabric filters that would be required to meet thisfinal MACT
standard. The Agency understands that it would be difficult for States to justify requiring
industrial boilers to dismantle scrubbers and fabric filters instdled to comply with the MACT
standard in order to install more expensive ones that meet potentially more stringent SO, and
PM control requirements associated with implementation of the IAQR and PM NAAQS. The
Agency will work carefully with States to help them minimize the potential “stranded
investment” by industrid boiler owners in venturi scrubbers that may result as State agencies
develop SIPs to meet the IAQR and PM NAAQS.
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Table 10-18. Annual Net Benefits of the
Industrial Boilers and Process Heaters NESHAP in 2005

MACT Floor Above the
(Million 1999%) MACT Floor
(Million 1999%)

Social Costs® $837 $1,923
Social Benefits® < P:
HAP-related health and welfare benefits Not monetized Not monetized
PM-related welfare benefits Not monetized Not monetized

SO2- and PM-related health benefits:

-Using 3% Discount Rate $16,300 + B $17,230+B
-Using 7% Discount Rate $15,430+B $16,310+B

Net Benefits (Benefits - Costs)“":

-Using 3% Discount Rate

-Using 7% Discount Rate $15,465 $15,305+B

$14,595 $14,385+ B

ATl costs and benefits are rounded to the nearest $5 million. Thus, figures presenied in this table may not exactly equal benefit and cost
numbers presented in earlier sections of the chapter.

® Note that costs are the total costs of reducing all pollutants, including HAPs as well as SO, and PM,. Benefitsin thistable are associated only
with PM and SO, reductions.

¢ Not all possible benefits or disbenefits are quantified and monetized in this analysis. Potential benefit categories that have not been quantified
and monetized are listed in Table 8-13. B is the sum of all unquantified benefits and disbenefits.

® Monetized benefits are presented using two different discount rates. Results calculated using 3 percent discount rate are recommended by
EPA’s Guidelines for Preparing Economic Analyses (U.S. EPA, 2000a). Results calculated using 7 percent discount rate are recommended by
OM B Circular A-94 (OM B, 1992).

10-53



References:

Abbey, D.E., F. Petersen, P. K. Mills, and W. L. Beeson. 1993. Long-Term Ambient
Concentrations of Total Suspended Particulates, Ozone, and Sulfur Dioxide and Respiratory
Symptoms in a Nonsmoking Population. Archives of Environmental Health 48: 33-46.

Abbey, D.E., B.L. Hwang, R.J. Burchette, T. Vancuren, and P.K. Mills. 1995. Estimated Long-
Term Ambient Concentrations of PM(10) and Development of Respiratory Symptoms in a
Nonsmoking Population. Archives of Environmental Health 50(2): 139-152.

Abt Associates. 2000. Final Heavy-Duty Engine/Diesel Fuel Rule: Air Quality Estimation,
Selected Health and Welfare Benefits Methods and Benefit Analysis Results. Prepared for the
Officeof Air Quality Planningand Standards, U.S. Environmental Protection Agency, RTP, NC.
Available at http://www.epa.gov/ttn/ecas/regdata/tsdhddv8.pdf. Accessed April 16, 2001.

Adams, P.F. and M.A. Marano. 1995. Current Estimates from the National Health Interview
Survey, 1994. National Center for Health Statistics. Hyattsville, MD. Vital Health Statistics,
Series 10, No. 193. December.

Alberini, A., M. Cropper, T.Fu, A. Krupnick, J. Liu, D. Shaw, and W. Harrington. 1997. Vauing
Health Effects of Air Pollution in Developing Countries: The Case of Taiwan. Journal of
Environmental Economics and Management. 34: 107-126.

Dockery, D.W., J. Cunningham, A.l. Damokosh, L.M. Neas, J.D. Spengler, P. Koutrakis, J.H.
Ware, M. Raizenneand F.E. Speizer. 1996. Heal th Effectsof Acid Aerosols On North American
Children-Respiratory Symptoms. Environmental Health Perspectives. 104(5): 500-505.

E.H. Pechan & Associates, Inc., "Development of the OPPE Particulate Programs
Implementation Eval uation System," (report #94.09.007/1710) prepared for U.S. Environmental
Protection Agency, Office of Policy, Planning and Evaluation, Washington, D.C. September
1994.

E.H. Pechan & Associates, Inc., "Regional Particulate Control Strategies Phase Il1," (report #
96.09.006/1776) prepared for U.S. Environmental Protection Agency, Office of Policy,
Planning, and Evaluation, Washington, D.C. September 1996.

Elixhauser, A., R.M. Andrews, and S. Fox. 1993. Clinical Classifications for Health Policy
Research: Discharge Statistics by Principal Diagnosis and Procedure. Agency for Health Care
Policy and Research (AHCPR), Center for General Health Services Intramural Research, US
Department of Health and Human Services.

Graves, E.J. and B.S. Gillum. 1997. Detailed Diagnoses and Procedures, National Hospital
Discharge Survey, 1994. National Center for Health Statistics. Hyattsville, MD. Vital Hedth
Statistics, Series 13, No. 127. March.

Holland, M., D. Forster, and M. Wenborn. 1999. Economic Evaluation of Proposals Under the
UNECE Multi-effectsand Multi-pollutant Protocol . Prepared for: European Commission, DGXI,
Brussels and Luxembourg. January. Report no. AEAT-4587.

Ibadd-Mulli, A., J. Stieber, H.-E. Wichmann, W. Koenig, and A. Peters. 2001. Effects of Air
Pollution on Blood Pressure: A Population-Based Approach. American Journal of Public
Health. 91: 571-577.

10-54



Industrial Economics Incorporated (IEc). 1992. Review of Existing Value of Life Estimates.
Valuation Document. M emorandumto Jim DeMocker, U.S. Environmenta Protection Agency,
Office of Air and Radiation, Office of Policy Analysis and Review. November 6.

Jones-Lee, M.W., M. Hammerton and P.R. Philips. 1985. The Value of Safety: Result of a
National Sample Survey. Economic Journal. 95(March): 49-72.

Jones-Lee, M.W. 1989. The Economics of Safety and Physical Risk. Oxford: Basil Blackwell.

Jones-Lee, M.W., G. Loomes, D. O'Reilly, and P.R. Phillips. 1993. The Value of Preventing
Non-fatal Road Injuries: Findings of a Willingness-to-pay National Sample Survey. TRY
Working Paper, WP SRC2.

Krewski D, Burnett RT, Goldbert MS, Hoover K, Siemiatycki J, Jerrett M, Abrahamowicz M,
WhiteWH. 2000. Reanalysisof the Harvard Six Cities Study and the American Cancer Society
Study of Particulate Air Pollution and Mortality. Special Report to the Health Effects Institute,
Cambridge MA, July 2000.

Krupnick, A.J. 1988. An Anaysis of Selected Hedth Benefits from Reductions in
Photochemical Oxidants in the Northeastern United States: Final Report. Prepared for U.S.
Environmental Protection Agency, Office of Air Qudity Planning and Standards. Washington,
DC. EPA Contract No. 68-02-4323. September.

Krupnick, A.J. and M.L. Cropper. 1992. “The Effect of Information on Hedth Risk
Vauations.” Journal of Risk and Uncertainty 5(2): 29-48.

Lang, C., G. Yarwood, F. Lalonde, and R. Bloxam. 1995. Environmental and Health Benefits
of Cleaner Vehicles and Fuels. Prepared for: Canadian Council of Ministersof the Environment
Task Force on Cleaner Vehicles and Fuels, Winnipeg, Manitoba. October.

Latimer and Associates, " Particul ate M atter Source - Receptor Relationships Between All Point
and Area Sources in the United States and PSD Class/Area Receptors." Prepared for Bruce
Polkowsky, Office of Air Quality Planning and Standards, U.S. EPA. Research Triangle Park,
NC. September, 1996.

Lipfert, F.W. 1993. A Critical Review of Studies of the Association Between Demands for
Hospital Services and Air Pollution. Environmental Health Perspectives. 101 (Suppl 2): 229-
268.

Miller, T.R. 2000. Variations between Countries in Values of Statistical Life Journal of
Transport Economics and Policy. 34: 169-188.

Neumann, J.E., M.T. Dickie, and R.E. Unsworth. 1994. Linkage Between Health Effects
Estimation and Morbidity Valuationin the Section 812 Analysis -- Draft VValuation Document.
Industrial Economics Incorporated (IEc) Memorandum to Jim DeMocker, U.S. Environmental
Protection Agency, Office of Air and Radiation, Office of Policy Analysisand Review. March
31

Ostro, B.D. 1987. Air Pollution and Morbidity Revisited: a Specification Test. Journal of
Environmental Economics and Management. 14: 87-98.

10-55



Ostro B.D. and S. Rothschild. 1989. Air Pollution and Acute Respiratory Morbidity: An
Observational Study of Multiple Pollutants. Environmental Research 50:238-247.

Pope, C.A., l1l, D.W. Dockery, J.D. Spengler, and M .E. Raizenne. 1991. Respiratory Health
and PM,, Pollution: aDaily Time Series Analysis American Review of Respiratory Diseases
144: 668-674.

Pope, C.A., 1lI, M.J. Thun, M.M. Namboodiri, D.W. Dockery, J.S. Evans, F.E. Speizer, and
C.W. Heath, J. 1995. “Particulate Air Pollution as aPredictor of Mortdity in a Prospective
Study of U.S. Adults.” American Journal of Respiratory Critical Care Medicine 151: 669-674.

Ross, G., M.A. Vigotti, A. Zanobetti, F. Repetto, V. Giandle and J. Schwartz. 1999. Air
pollution and cause-specific mortality in Milan, Italy, 1980-1989. Archives of Environmental
Health. 54(3): 158-64.

Samet JM, Zeger SL, Dominici F, Curriero F, Coursac |, Dockery DW, Schwartz J, Zanobetti
A. 2000. The National Morbidity, Mortdity and Air Pollution Study: Part 1l: Morbidity,
Mortality and Air Pollution in the United States. Research Report No. 94, Part 1l. Health
Effects Institute, Cambridge MA, June 2000.

Schwartz, J., D. Slater, T.V. Larson, W.E. Pierson and J.Q. Koenig. 1993. Particulate air
pollution and hospital emergency room visits for asthmain Seattle. Am Rev Respir Dis. Val.
147: 826-31.

Schwartz, J. 1993. Particulate Air Pollution and Chronic Respiratory Disease. Environmental
Research 62: 7-13.

Schwartz, J., Dockery, D.W., Neas, L.M., Wypij, D., Ware, J.H., Spengler, J.D., Koutrakis, P.,
Speizer, F.E., and Ferris, J., B.G.  1994. Acute Effects of Summer Air Pollution on
Respiratory Symptom Reporting in Children American Journal of Respiratory Critical Care
Medicine 150: 1234-1242.

Schwartz, J. 2000. Assessing confounding, effect modification, and thresholds in the
association between ambient particles and daily deaths. Environmental Health Perspectives
108(6): 563-8.

Sheppard, L., D. Levy, G. Norris, T.V. Larson and J.Q. Koenig. 1999. Effects of ambient air
pollution on nonelderly asthma hospital admissions in Seattle, Washington, 1987-1994.
Epidemiology. Vol. 10: 23-30.

Smith, D.H., D.C. Malone, K.A. Lawson, L. J. Okamoto, C. Battista, and W.B. Saunders, 1997.
A National Estimate of the Economic Costs of Asthma. American Journal of Respiratory
Critical Care Medicine 156: 787-793.

Tolley, G.S. et a. 1986. Vduation of Reductions in Human Health Symptoms and Risks.
Univergty of Chicago. Fina Report for the US Environmental Protection Agency. January.

U.S. Bureau of the Census. 1992. Statistical Abstract of the United States: 1992. 112 ed.
Washington, DC.

U.S. Department of Commerce, Bureau of Economic Analysis. BEA Regional Projections to
2045: Vol. 1, States. Washington, DC U.S. Govt. Printing Office, July 1995.

10-56



U.S. Department of Health and Human Services, Centers for Disease Control and Prevention,
National Center for Health Statistics. 1999. National Vital Statistics Reports, 47(19).

U.S. Environmental Protection Agency, 1996. Review of the National Ambient Air Quality
Standards for Particulate Matter: Assessment of Scientific and Technicd Information. Office
of Air Quality Planning and Standards, Research Triangle Park, N.C.; U.S. EPA report no.
EPA/4521R-96-013.

U.S. Environmental Protection Agency, 1999. The Benefits and Costs of the Clean Air Act,
1990-2010. Prepared for U.S. Congress by U.S. EPA, Office of Air and Radiation/Office of
Policy Analysis and Review, Washington, DC, November; U.S. EPA report no.
EPA-410-R-99-001.

U.S. Environmental Protection Agency, 2000. Regulatory Impact Analysis: Heavy-Duty Engine
and Vehicle Standards and Highway Diesel Fuel Sulfur Control Requirements. Prepared by:
Office of Air and Radiation. Available at http://www.epa.gov/otag/diesel .htm. Accessed April
16, 2001.

Viscus, W.K., W.A. Magat, and J. Huber. 1991. Pricing Environmental Health Risks: Survey
Assessments of Risk-Risk and Risk-Dollar Trade-Offs for Chronic Bronchitis. Journal of
Environmental Economics and Management, 21: 32-51.

Viscusi, W.K. 1992. Fatal Tradeoffs: Public and Private Responsibilities for Risk. (New Y ork:
Oxford University Press).

Viscusi, W.K. and W. Evans. 1993. Income Effects and the VValue of Health. Journal of Human
Resources. 28: 497-518.

Whittemore, A.S. and E.L. Korn. 1980. Asthmaand Air Pollution in the Los Angeles Area.
American Journal of Public Health. 70: 687-696.

10-57



APPENDIX A:

ECONOMIC MODEL OF MARKETS AFFECTED BY THE BOILERS AND PROCESS

HEATERS MACT

The primary purpose of the EIA for the fina rule is to describe and quantify the
economic impacts associated with the rule. The Agency used a basic framework that is
consi stent with economic theory and the analyses performed for other rulesto devel op estimates
of theseimpacts. Thisapproach employs standard microeconomic conceptsto model behavioral
responses expected to occur with regulation. Thisappendix describes the spreadsheet modd in
more detail and discusses how the Agency

collected the baseline data set from the Annua Energy Outlook 2002 (DOE, EIA,
2002), U.S. Census Bureau (U.S. Department of Commerce, 2001), and U.S.
Department of Agriculture (USDA, 2002).

characterized market supply and demand for each market and specified links
between the energy and agricultural, manufacturing, mining, and commercial
markets.

introduced a policy “shock” into the model by using control cogt-induced shiftsin
the supply functions, and

used a solution agorithm to determine a new with-regulation equilibrium for each
market.

A.1  Baseline Data Set
EPA collected the following data to characterize the baseline year, 2005:

Energy Market Data—The Department of Energy’s Supplemental Tables to the
Annual Energy Outlook 2002 report forecasts of price, quantity, and fuel intensities
used to cdibrate the model.

Agriculture, Mining, Manufacturing, Commercial Sectors—EPA obtai ned shipment
datafrom the 1997 Economic Census and 1997 Agriculture Census. We then used
annual growth rates reported by the Bureau of Economic Analysis (BEA, 1997) to
estimate baseline shipment datafor 2005. The Agency selected unitsfor output such
that the price in each market equals one. We computed energy demand using fuel
intensity data reported in the AEO 2002.

Supply and Demand Elasticities—T he supply and demand elasticity valuesused in
the market model are reported in Table 5-2 of this report. Given the uncertainties
regarding these parameters, EPA also conducted severd sensitivity anayses and
report these resultsin Appendix B.

A.2  Multi-Market Model

The mode includes four energy markets (coal, dectricity, natural gas, and petroleum)
and 24 goods and servicemarkets. Thefollowing sectionsdescribe model equationsthe Agency
developed to characterize these markets and estimate welfare changes resulting from the rule.

A.1.1 Supply Side Modeling
EPA estimated the change in quantity supplied as follows:
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change in net price is composed of the change in baseline price resulting from the regul ation,
the direct shift in the supply function resulting from compliance costs, and the indirect shift in
the supply function resulting from changesin input pricesin energy market (j). The fuel share
is allowed to vary using a fuel switching rule relying on cross-price elasticities of demand
between energy sources.
A.1.1.2 Producer Welfare Measurement
EPA approximated the change in producer surplus with the following equation:
Increased control costs, higher energy input costs, and output declines have a negative

n n
APS = q,*(Ap-c- Y %Ap) - 0.5:Aq-(Ap-c- y %Ap) (A2
j=1 j=1
effect on domestic producer surplus. However, these losses are mitigated to some degree as a
result of higher market prices.
A.1.2 Energy Demand Side Modeling

Market demand inthe energy marketsis expressed as the sum of the energy, residential,
agriculture, manufacturing, mining, commercid, and transportation sectors:

n

Qy = I s (A3
1=1

wherej indexesthe energy market and i indexesthe consuming sector. Thechangeinresidential
guantity demanded of energy market j can be approximated as follows:

D. D..ﬁ

Aq” = g - ) (A.4)
P;

Wherquj Is baseline consumption, h® isthe residential demand elasticity and (Dp) is the changein
0
the market price.

In contrast, energy demand from energy, agricultural, manufacturing, mining, commercial, and
transportation sectors is modeled as a derived demand resulting from the production and consumption
choicesin these industries. Energy demand respondsto changes in sector output and fuel switching that
occurs in response to changes in relative energy prices. For each of these sectors, energy demand is
expressed as follows:

BTU,
BTU,, = - I . FSW - g (A.5)
i0

where BTU is demand for energy market j from sector i, g is sector i's output, and FSW is a factor
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generated by the fuel switching algorithm. The subscripts 0 and 1 represent baseline and with regulation
conditions, respectively.
A.1.3 Agriculture, Manufacturing, Mining, Commercial, and Transportation Demand Side
Modeling
The change in quantity demanded in these markets can be approximated as follows:

D, D, .D Ap,
Pio

(A.6)

wherqui is baseline output, h® isthe demand elasticity of the respective market (i) and (D p,) is the
0
change in the market price.
The change in consumer surplus in markets is approximated as follows:
As shown, higher market prices and reduced consumption lead to welfare losses for consumers.

ACS = - q,Ap + 0.5:-Aq-Ap (A.7)

A2 With-Regulation Market Equilibrium Determination

Market adjustments can be conceptualized as an interactive feedback process. Supply segments
face increased production costs as a result of the rule and are willing to supply smaller quantities at the
baseline price. Thisreduction in market supply leadsto an increase in the market price that all producers
and consumers face, which leads to further responses by producers and consumers and thus new market
prices. The new with-regulation equilibrium is the result of a series of iterations in which price is
adjusted and producers and consumers respond, until a set of stable market prices arises where total
market supply equals market demand (i.e., Qs = Q) in each market. Market price adjustment takes place
based on a price revision rule that adjusts price upward (downward) by a given percentage in response
to excess demand (excess supply).

The algorithm for determining with-regulation equilibria can be summarized by seven recursive
steps:

1. Impose the control costs on affected supply segments, thereby affecting their supply

decisions.

2. Recalculate the market supply in each market. Excess demand currently exists.
3. Determine the new prices viaaprice revision rule.

4. Recalculate market supply with new prices, accounting for fuel switching choicesassociated
with new energy prices.

5. Compute market demand in each market.

6. Compare supply and demand in each markets. If equilibrium conditions are not satisfied,
go to Step 3, resulting in a new set of market prices. Repeat until equilibrium conditions are
satisfied (i.e., the ratio of supply to demand is arbitrarily close to one).
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APPENDIX B
ASSUMPTIONS AND SENSITIVITY ANALYSIS

In developing the economic model to estimate the impacts of the industrial/
commercial/institutional boilers and process heaters NESHAP, several assumptions were necessary to
make the model operational. Thisappendix listsand explainsthe major model assumptions and describes
their potential impact on the analysisresults. Sensitivity analyses are presented for numeric assumptions.

Assumption: The domestic markets for goods and services are all perfectly competitive.
Explanation: Assuming that these markets are perfectly competitiveimpliesthat the producers of these
products are unable to unilaterally affect the pricesthey receive for their products. Because the industries
used in this analysis are aggregated across a large number of individual producers, it is a reasonable
assumption that theindividual producers haveavery small share of industry salesand cannot individually
influence the price of output from that industry.

Possible Impact: f these product markets were in fact imperfectly competitive, implying that individual
producers can exercise market power and thus affect the prices they receive for their products, then the
economic model would understate possible increases in the price of final products due to the regulation
as well as the social costs of the regulation. Under imperfect competition, producers would be able to
pass along more of the costs of the regulation to consumers; thus, consumer surplus losses would be
greater, and producer surplus losses would be smaller in the final product markets.

Assumption: Market Supply and Demand Elasticity Uncertainty

Explanation: The goods and service markets are modeled at the two or three-digit NAICS code level
to operationalize the economic model. Because of the high level of aggregation, only limited data on
elasticities of supply and demand estimates are available. However, these elaticities strongly influence
the distribution of economic impacts between producers and consumers.
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Sensitivity Analysis: Tables B-1aand Table B-1b show how the economic impact estimates vary as the
supply and demand elasticities for goods and services change by 25 percent.

Table B-1a. Sensitivity Analysis: Supply and Demand Elasticities in the Goods and
Services Markets

Change Supply Elasticities Reported
Demand Constant 25% Decrease in Section 6 25% Increase
Change in consumer surplus -367.8 —414.3 —450.5
Change in producer surplus —495.2 —448.7 —412.4
Changein socia welfare -862.9 -862.9 -862.9

Assumption: Cross-price elasticities of demand for fuels are based on 2015 NEMS projections.

Explanation: Cross- and own-price elasticities of demand from NEM S were used to capture fuel
switching in the manufacturing sectors in the economic model. As shown in Table 5-2, allowing
manufacturers to switch fuelsin response to changes in relative energy prices decreases the change in

Table B-1b. Sensitivity Analysis: Supply and Demand Elasticities in the Goods and
Services Markets

Supply Constant Elasticities Reported

Demand Change 25% Decrease in Section 6 25% Increase
Change in consumer surplus —462.7 —414.3 -364.4
Change in producer surplus —400.2 —448.7 —498.5
Change in social welfare —862.9 -862.9 -862.9

social welfare by approximately 10 percent. However, the NEMS projection reflects aggregate
behavioral responses in the year 2015. Because this is a longer window of analysis compared to the
baseline year 2005, this analysis may overestimate firms' ability to switch fuelsin the short run.
Sensitivity Analysis: Table B-2 shows how the economic impact estimates vary as the own- and cross-
price elasticities used in the EIA are reduced by 50 percent and 75 percent.
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Table B-2. Sensitivity Analysis: Own- and Cross-Price Elasticities Used to Model Fuel
Switching

Fuel Price Elasticities Reduced by Reduced by 75

Presented in Table 5-2 50 Percent Percent
Change in consumer surplus -414.3 —414.6 —414.9
Change in producer surplus —448.7 —448.4 —448.0
Changein social welfare -862.9 -862.9 -862.9

Assumption: The domestic markets for energy are perfectly competitive.

Explanation: Assuming that the markets for energy are perfectly competitive implies that individual
producers are not capable of unilaterally affecting the prices they receive for their products. Under
perfect competition, firms that raise their price above the competitive price are unable to sell at that
higher price because they are a small share of the market and consumers can easily buy from one of a
multitude of other firms that are selling at the competitive price level. Given thereatively homogeneous
nature of individual energy products (petroleum, coal, natural gas, electricity), the assumption of perfect
competition at the national level seems to be appropriate.

Possible Impact: 1f energy markets were in fact imperfectly competitive, implying that individual
producers can exercise market power and thus affect the prices they receive for their products, then the
economic model would understate possible increasesin the price of energy due to the regulation as well
as the social costs of the regulation. Under imperfect competition, energy producers would be able to
pass along more of the costs of the regulation to consumers; thus, consumer surplus losses would be
greater, and producer surplus losses would be smaller in the energy markets.

Assumption: The elasticity of supply in the electricity market for existing sources is approximately
0.75.

Explanation: Thepriceelasticity of supply in the electricity markets represents the behavioral responses
from existing sources to changes in the price of electricity. However, thereisno consensus on estimates
of the price elasticity of supply for electricity. Thisisin part because, under traditional regulation, the
electric utility industry had a mandate to serve all its customers and utilities were compensated on a
rate-based rate of return. As aresult, the market concept of supply elasticity was not the driving force
in utilities’ capital investment decisons. This has changed under deregulation. The market price for
electricity hasbecome the determining factor in decisionsto retire older units or to make higher cost units
available to the market.

Sensitivity Analysis: Table B-3 shows how the economic impact estimates vary as the elasticity of
supply in the electricity markets varies.

Table B-3. Sensitivity Analysis: Elasticity of Supply in the Electricity Markets

ES=0.5 ES =0.75 ES=1.0
Change in consumer surplus —405.0 —414.3 —419.6
Change in producer surplus —457.9 —448.7 —443.4
Changein social welfare -862.9 -862.9 -862.9
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Appendix C
Air Quality Changes for the Above-the-Floor Option (Option 1A)

TableC-1summarizesthebaselinePM ,,, PM, ¢, and SO, emissionsand emission
reductionsnationwidefor theMACT floor option. Theair quality analysis presumesno change
in volatile organic compound (VOC), nitrogen oxides (NOx), carbon monoxide (CO), and
ammonia (NH,) emissions. Hence, the baseline emissions for these pollutants are not shown
inthistable. For these baseline emissions, refer to Pechan, 2001.

Table C-1. Summary of Nationwide Baseline Emissions and Emission Reductions®

for the MACT floor (in tons/year), Existing Units Only"* in 2005
Pollutant Source Type 1996 Option 1A Emission
Baseline Reductions
Emissions Unknow
(tons/year) Known Unknown

n

Affected | Total Affected Affected
Units Affected

Units Units Units

SO,
Point 3,745,790 30,394 95,361 41,372 136,733
Area 1,397,425
Motor Vehicle | 302,938
Nonroad 840,167
PM,,
Point 1,167,995 298,109 | 313,947 255,282
569,229
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Area 30,771,607
Motor Vehicle | 294,764
Nonroad 463,579
PM, .
Point 576,022 84,125 94,565 76,894
171,459
Area 6,675,777
Motor Vehicle | 230,684
Nonroad 410,334

As mentioned in Chapter 8 of this RIA, we conducted no air quality modeling for the
HAP or the mercury emission reductionsthat occur from the potential implementation of Option
1A. These emission reductions are listed in Table C-2. For a description of how HAP
emissionsand emission factorsare estimated for thisrule, refer to the emission factors/emissions
estimates memo in the public docket (ERG, 2002).

Table C-2. HAP Emission Reductions for Option 1A, 2005
Existing Sources Only

Pollutant Emission Reductions (tons/year)
Option 1A
HCI 40,406
Pb 105
Hg 2.2
Non-mercury metal s* 1,135
Selected inorganics’ 18,250
Total HAP reductions 59,190

*Non-mercury metalsinclude: arsenic, beryllium, cadmium, chromium, manganese, and nickd.
®Selected inorganics include: chlorine, hydrofluoric acid, and phosphorus.

Table C-3 provides a summary of the predicted ambient PM,, and PM, . concentrations
from the S-R matrix for the 2005 baseline and changes associated with Option 1A, the above-
the-MACT floor examined in this RIA. The results indicate that the predicted change in PM
concentrations is composed almost entirely of reductions in fine particulates (PM, ) with little
or no reduction in coarse particles (PM,,less PM, ). Therefore, the observed changesin PM,,
are composed primarily of changesin PM, .. Theseresultsarequitesimilar tothosefor thefinal
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rule (MACT floor option). In addition to the standard frequency statistics (e.g., minimum,
maximum, average, median), Table C-3 providesthe population-weighted average which better
reflects the baseline level s and predicted changes for more populated areas of the nation. This
measure, therefore, will better reflect the potential benefits of these predicted changes through
exposure changes to these populations. As shown, the average annual mean concentrations of
PM,acrossdl U.S. grid-cellsdeclines by roughly 0.9 percent, or 0.10 pg/m?. The population-
weighted average mean concentration declined by 0.9 percent, or 0.12 ug/m?, which is dightly
larger in absolute terms than the spatid average. Thisindicates that the above-the-floor option
generatesslightly greater absolute air quality improvementsin more popul ated, urban areasthan
in less popul ated, rural areas.

Table C-3.
Summary of 2005 Base Case PM Air Quality and Changes Due to MACT Above-the-
Floor Option: Industrial Boiler/Process Heater Source Categories

Percent
Statistic 2005 Baseline Change* Change
PM,,
Minimum Annual Mean (ug/m®) ® 6.09 -0.08 -1.3%
Maximum Annual Mean (ug/m®) ° 69.30 -0.03 -0.1%
Average Annual Mean (ug/m?®) 22.68 -0.36 -1.6%
Median Annual Mean (ug/m?) 21.84 -0.43 -1.9%
Popul ation-Weighted Average Annual Mean (ug/m®) ° 28.79 -0.38 -1.3%
PM,
Minimum Annual Mean (ug/m?) ° 0.74 -0.01 0.0%
Maximum Annual Mean (ug/m®) ° 30.35 -0.77 -2.5%
Average Annual Mean (ug/m®) 11.15 -0.10 -0.9%
Median Annual Mean (ug/m?®) 11.11 -0.13 -1.2%
Popul ation-Weighted Average Annual Mean (pg/m?®) © 13.50 -0.12 -0.9%

he changeis defined as the control case value minus the baseline value.

® The baseline minimum (maximum) is the value for the populated county with the lowest
(highest) annual average. The change relative to the baseline is the observed change for the
populated county with the lowest (highest) annual average in the baseline.

¢ Calculated by summing the product of the projected 2005 county popul ation and the estimated
2005 PM concentration for that county, and then dividing by the total population in the 48
contiguous States.

Table C-4 provides information on the 2005 popul ations that will experience improved
PM air quality under the above-the-floor option. There are aso fairly significant populations
that livein areaswith meaningful reductionsin annual mean PM, . concentrationsresulting from
the above-the-floor option, though the increment of reduction between the above-the-floor
option and the MACT floor option is quite small. As shown, about 1 percent of the 2005
continental U.S. population are predicted to experience reductions of greater than 1 pg/m?.
Furthermore, about 4 percent of the 2005 U.S. population will benefit from reductionsin annual
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mean PM,, ; concentrations of greater than 0.5 pg/m? and about 38 percent will livein areaswith
reductions of greater than 0.1 pg/m?®.

Table C-4.
Distribution of PM2.5 Air Quality Improvements Over 2005 Population Due to
MACT Above-the-Floor Option: Industrial Boiler/Process Heater Source Categories

2005 Population
Change in Annual Mean PM, ; Concentrations
(ug/m’) Number (millions) Percent (%)
A PM,; Conc =0 34.3 12.1%
0> A PM,; Conc < 0.05 86.4 30.5%
0.05>A PM,; Conc <0.1 56.5 19.9%
0.1>A PM,; Conc <0.25 77.2 27.3%
0.25>A PM,; Conc <0.5 18.1 6.4%
0.5>A PM,; Conc <10 8.6 3.0%
1.0>A PM,; Conc <20 2.0 0.7%
A PM, ; Conc > 2.0 0.2 0.1%

' The change is defined as the control case value minus the baseline value.
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Table C-5.
Summary of Absolute and Relative Changes in PM Air Quality Due to MACT
Above-the-Floor Option: Industrial Boiler/Process Heater Source Categories

Statistic | PM,, Annual Mean | PM, s Annual Mean

Absolute Change from 2005 Baseline (ug/m*)*

Minimum 0.00 0.00
Maximum -19.20 -6.09
Average -0.36 -0.10
Median -0.20 -0.07
Population-Weighted Average ¢ -0.38 -0.12
Relative Change from 2005 Baseline (%)"

Minimum 0.00% 0.00%
Maximum -58.34% -38.47%
Average -1.52% -0.85%
Median -0.94% -0.65%
Population-Weighted Average ° -1.46% -0.87%

® The absolute change is defined as the control case value minus the baseline value for each county.

® The relative change is defined as the absolute change divided by the baseline value, or the percentage change, for
each county. The information reported in this section does not necessarily reflect the same county asis portrayed
in the absolute change section.

¢ Calculated by summing the product of the projected 2005 county population and the estimated 2005 county PM
absolute/relative measure of change, and then dividing by the total population in the 48 contiguous states.

Table C-5 provides additional insights on the changesin PM air quality resulting from
the above-the-floor option. The information presented previously in Table 8-6 illustrated the
absolute and relaive changes for different points along the distribution of baseline 2005 PM
concentration levels, e.g., the change reflects the lowering of the minimum predicted baseline
concentration rather than the minimum predicted change for 2005. The latter is the focus of
TableC-5 asit presentsthe distribution of predicted changesin both absoluteterms (i.e., pg/m°)
and relative terms (i.e., percent) across individual grid-cells. Therefore, it provide more
information on the range of predicted changes that as shown, the absolute reduction in annual
mean PM,, concentration ranged from alow of 0.00 pg/m? to ahigh of 19.20 pg/m?, while the
relative reduction ranged from alow of 0.0 percent to ahigh of 58.5 percent. Alternatively, for
mean PM, 5, the absolute reduction ranged from 0.00 to 6.09 pg/m?, whilethe relative reduction
ranged from 0.0 to 38.5 percent.



Comparison of Air Quality Changes for the MACT Floor and Above The Floor Options

Theincrement in air quality improvements between the above the floor option and the
MACT floor option (the final rule) in 2005 is qwte small as seen in acomparison between the
resultsfor each option. Thereisonly a0.01 pg/m* decreasein nationwide average annual mean
PM, . concentration for the above-the-floor option compared to the MACT floor option, and a
0.04 ug/m?* decrease in average annua mean PM,, concentration. In addition, the differences
in the nationwide popul ation-weighted average annual mean are 0.02 pg/me for PM,, . and 0.05
ng/m® for PM, concentrations. Hence, the difference in air quality improvement between the
optionsis small. The improvements in air quality is one possible component of choosing
between a MACT floor option and an above the floor option.

Visibility Improvements

Table C-6 provides the digribution of vighility improvements across the 2005 U.S.
population resulting from the above-the-floor MACT option. The majority of the 2005 U.S.
population live in areas with predicted improvement in annual average visibility of between O
to 0.1 deciviews. Asshown, 5 percent of the 2005 U.S. population are predicted to experience
improved annual average visibility of greater than 0.25 deciviews. Furthermore, just over 80
percent of the 2005 U.S. popul ation will benefit from animprovement in visibility, i.e., change
in deciview greater than zero.

Table C-6.
Distribution of Populations Experiencing Visibility Improvements in 2005 Due to MACT
Above-the-Floor Option: Industrial Boiler/Process Heater Source Categories

2005 Population
Improvements in Visibility *

(annual average deciviews) Number (millions) Percent (%)

A Deciview =0 50.2 17.7%

0> A Deciview < 0.05 152.5 53.9%

0.05 > A Deciview < 0.1 55.8 19.7%

0.1> A Deciview < 0.15 10.5 3.7%

0.15 > A Deciview < 0.25 10.2 3.6%

0.25 > A Deciview < 0.5 2.8 1.0%

A Deciview > 0.5 11 0.4%

“The change is defined as the MACT Above-the-Floor control case deciview Tevel minus the

base case deciview levd.

Residential Visibility

For the above-the-floor option, the air quality modeling results predict slightly greater
improvements in visibility through the country than for the MACT floor option. In Table C-7, we
summarize residential visibility improvements across the Eastern and Western U.S. in 2005 that result
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from the above-the-floor MACT option. The baseline annual average visibility for all U.S. countiesin
the contiguous 48 States is 14.8 deciviews. The mean improvement across these U.S. countiesis 0.05
deciviews, or aimost 0.2 percent. In urban areas with a population of 250,000 or more (i.e., 819 out of
3,080 counties), the mean improvement in annual visibility was 0.06 deciviews and ranged from 0.01
to 0.98 deciviews. Inrural areas (i.e., 2,261 counties), the mean improvement in visibility was 0.05
deciviews in 2005 and ranged from 0.01 to 0.52 deciviews.

Onaverage, the Eastern U.S. experienced |larger absolute and relative improvementsinvisibility
than the Western U.S. from the industrial boilers and process heaters reductions. In Eastern U.S,, the
mean improvement was 0.06 deciviews from an average baseline of 22 deciviews. Western counties
experienced a mean improvement of 0.01 deciviews from an average baseline of 17.82 deciviews
projected in 2005. Overall, the data suggest that the rule provides dight improvementsin visibility for
2005.

Table C-7.
Summary of 2005 Baseline Visibility and Changes by Region Due to MACT Above-the-Floor
Option: Residential(Annual Average Deciviews)

Regions* 2005 Baseline Change’ Percent Change
Eastern U.S. 22.00 -0.06 -0.2%
Urban 22.95 -0.07 -0.3%
Rural 21.62 -0.06 -0.2%
Western U.S. 17.82 -0.01 -0.1%
Urban 19.19 -0.01 -0.1%
Rural 17.55 -0.01 -0.1%
National, all counties 21.19 -0.05 -0.2%
Urban 22.49 -0.06 -0.3%
Rural 20.72 -0.04 -0.2%

Eastern and Westernregions are separated by 100 degrees West longitude. Background vis bility conditions differ
by region.
® An improvement in visibility isa decrease in deciview value. The changeis defined as the MACT Above-the-
Floor control case deciview level minus the baseline deciview level

Recreational Visibility

In Table C-8, we summarize recreational visibility improvements resulting from the Above-the-
Floor MACT option in 2005 for Federal Class| areas by region. These recreational visibility regions are
the same ones as those in Figure 8-1 in Chapter 8 of the RIA. As shown, the national improvement in
visibility for these areas is 0.3 percent, or 0.05 deciviews. Predicted relative visibility improvements are
thelargest in the Southeast (0.3%) and Northeast/Midwest (0.2%). Theseimprovements areonly slightly
greater than those estimated for the MACT floor option. California was predicted to have no visibility
improvements in Class | areas within that state.
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Table C-8.
Summary of 2005 Baseline Visibility and Changes by Region Due to MACT Above-the-
Floor Option: Recreational (Annual Average Deciviews)

Class I Visibility Regions® 2005 Baseline Change” Percent Change
Southeast 21.49 -0.07 -0.3%
Southw est 17.18 -0.01 -0.1%
California 19.86 0.00 0.0%
Northeast/Midw est 20.64 -0.06 -0.2%
Rocky Mountain 17.29 -0.02 -0.1%
Northw est 20.62 -0.03 -0.1%
National Average (unwei ghted) 19.17 -0.05 -0.3%

@ Regions are pictured in Figure 8-1 and are defined in the technical support document for the air quality analysis.
® An improvement in visibility is a decrease in deciview value. The change is defined as the MACT A bove-the-Floor control
case deciview level minus the baseline deciview level.
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APPENDIX D:
Derivation of Quantified Benefits
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Appendix D: Derivation of Quantified Benefits

As Chapter 10 of this RIA explains, the benefit analysis of the Industrial
Boilers/Process Heaters NESHAP entails two phases of andysis. These results reflect the
use of two different discount rates to value reduced incidences of mortality; a3% rate which
is recommended by EPA’s Guidelines for Preparing Economic Analyses (US EPA, 2000a),
and 7% which is recommended by OMB Circular A-94 (OMB, 1992). In phase one, we
model ed gpproximately 50 percent of the estimated emission reductions of SO2 and PM in
an air quality model (the SR Matrix) and a benefit valuation model (the CAPM S model).
This appendix provides tables that detail the steps necessary to derive the total benefits of the
NESHAP.

Tables D-1 to D-4 show the benefits estimation for the MACT floor. Table D-1(a)
shows the results of the phase one analysis when we modeled SO2 emission reductions
alone. Given atotal benefit estimate of $1.7 billion from the assessment of benefits for
85,542 tons of SO2 reduced out of atotal estimated reduction of 112,936 tons, we then
calculate a coefficient for each benefit endpoint to derive benefit transfer values for (1)
incidence per ton reduced, and (2) benefit per ton reduced.

Table D-1(b) shows the results of phase two of the andysis associated with SO2
reductions. Using the benefit transfer vaues for incidence and value, we cdculate the
approximate benefits of the remaining 30,394 tons of SO2 out of the total 112,936 tons.
Multiplying the total benefit per ton from Table D-1(a) of $20,028 to the 30,394 tons SO2
yields total benefits of the phase two analysis for SO2 of $609 million.

Tables D-2(a) and D-2(b) present results of the phase one and phase two analysis for
the expected 562,110 tons of PM reduced due to the MACT Floor regulatory option of the
NESHAP. The phase one analysis of PM reductions (Table D-2(a)) resultsin total benefits
of $6.6 billion for 265,155 tons of PM 10 and 75,095 tons of PM2.5. The resulting total
benefit transfer value is $88,118 per ton of PM. Applying the benefit transfer values to the
remaining 296,955 tons of PM resultsin total phase two benefits of approximately $7.4
billion.

Tables D-3(a) and D-3(b) show the summary of results of the phase one and phase
two analysis for the combination of SO2 and PM reductions. Then Table D-4 aggregates the
results of the two phases for all pollutant reductions to provided an estimate of the total
benefits of the Industrial Boilers/Process Heaters NESHAP under the MACT Floor
regulatory option in 2005 equal to $16.3 billion.

Tables D-5 to D-8 show the estimate of benefits for the abovethe MACT floor
regulatory option. Table D-5(a) shows the results of the phase one andysis when we
modeled SO2 emission reductions alone. Given atotal benefit estimate of $2.1 billion from
the assessment of benefitsof 95,361 tons of SO2 reduced out of atotal estimated reduction
of 136,733 tons, we then calculate a coefficient for each benefit endpoint to derive benefit
transfer values for (1) incidence per ton reduced, and (2) benefit per ton reduced.

Table D-5(b) shows the results of phase two of the andysis associated with SO2
reductions. Using the benefit transfer vaues for incidence and value, we caculate the
approximate benefits of the remaining 41,372 tons of SO2 out of the total 136,733 tons.
Multiplying the total benefit per ton from Table D-5(a) of $22,071 to the 41,372 tons SO2
yields total benefits of the phase two analysis for SO2 of $913 million.
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Tables D-6(a) and D-6(b) present results of the phase one and phase two analysis for
the expected 569,229 tons of PM reduced due to the above the MACT floor regulatory option
of the NESHAP. The phase one analysis of PM reductions (Table D-6(a)) resultsin total
benefits of $7.9 billion for 313,947 tons of PM 10 and 94,565 tons of PM2.5. The resulting
total benefit transfer vaue is $83,647 per ton of PM. Applying the benefit transfer vdues to
the remaining 255,282 tons of PM resultsin total phase two benefits of approximately $6.4
billion.

Tables D-7(a) and D-7(b) show the summary of results of the phase one and phase
two analysis for the combination of SO2 and PM reductions. Then Table D-8 aggregates the
results of the two phases for al pollutant reductions to provided an estimate of the total
benefits of the Industrial Boilers/Process Heaters NESHAP under the above MACT floor
regulatory option in 2005 equal to $17.2 billion.



Tahle I-1(a). Base Estimate: Resubs of Air (Juatity and Benefit Anabyses for the Fhase One Analyss

ofthe Indusirial Beilers/Process Heaters HNESHAFP

MACT Fleox in 2005 (502 reductions onky)

National Benefit-
Transfer Walues

Arroided Baciderice raseshrear) Moretary Benefits (millions 1999 ) Bucoane Adjuetnert | Sdjasted Benefits | Incidencefton Fton
Endpoint Eeference Mlean Sinple Mlean Factor (millions 1999 [19990E)
MORTALITY
Dzes 30+, Mean , Discount Fate = 3% Erewskietal (20007 141 F1405 1.0805 F1,518 0.00202451 [ F12,225.20
Dzes 30+, Mean  Disconrt Bate = T Frewrskietal (20007 141 Fli19 1.08035 Fl 425 0.00202451 | 17 269.44
CHRONIC ILLNESS
Chronic Bronchitic Schoararts 1993 321 F106 1.0811 Fl115 000388893 F1,307.96
HO SPITALITE A TION
COPD-Belated Sarnet et al. (20007 i1 ¥l 1.0000 ¥l 0.00061787 F7.65
Premtonia- Felated Sarnet et al. (20007 62 ¥l 10000 ¥l 000075113 F11.04
Dcthom - Felated Sheppard et al. (19997 4 F0 1.0000 F0 0.00029076 F1.99
Cardiovasonlar- Felated Sarnet et al. (2000) 148 33 1.0000 33 000120514 F33.19
Dethong- Belated ER Wicite Schoararts et al (19935 134 0.0 1.0000 0.0 000162342 F0.42
MINOR ILLNESS
Lcute Bronchitis Dockery et al. (19294) 4a0 Fo0 1.0275 Fo.0 0.00593637 F0.25
Upper Becpiratory Symptomns Pope et al (1991) 128746 03 1.0275 F03 015720022 F3.91
Lowrer Eespiratory Symptoms Schoararts et al. (1994 53 a7 F0 1.0275 F0 0.06453591 F1.01
Dothong SAttacks Whitterore atd Eorn (19307 11,120 E 1.0275 E 012471911 B
ok Loss Days Ostro (1987) 42411 5 1.0000 5 051623645 FE4.72
MEAD - Adpasted Osro and Bothechild (1939 214 593 F10 1.0275 F11 258979181 F120.42
WELFARE EFFEC TS
Visihility
Fecreatiohal Direct Econornic Wahation F0 1.190% F0 Fo.00
Tetal Base PM-Related Benefiis, Discound Rate = 304 $1,530 $1 653 F20,027.62
Total Base PM-Related Benefits Discount Rate = 7% $1 445 $1 561 $12,911.17

MHOTE: Emission Reduction Summary (Conwverted from Mg te Tonsd

502 Emission Reductions modeled in 5 M atrix & CAPMS

Tatal 502 Emission Reductions from allsources (MACT floar)
502 reductions applied to benefit transfer values

52542

112936
203294
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Tahle D-1h). Base Estimate: Resulis of Benefit Transfer Application for the Phase Two Analysis
of the Indusirial Boilers/Process Heaters NE SHAP

MACT Fhor in 2005 (502 reductions only)

Lovolded Incidence (casesfymar) IWonetary Benefits (millions 1999%) || Income Ldjustment | Adjusted Benefits
Endpoint Beference Iean Siraple Ilean Factor {rdllions 19994}
MORTALITY
Lzes 30+, Mean, Discount Fate = 3% Erewslki et al. (2000% 29 £517 1.0205 $550
Loes 30+ Mlean, Discount Rate = 7% Krewski et al C2000% 20 b ] 1.0205 $525
CHE ONIC ILLMNESS
Chronie Bronchitis Schwartz, 1993 11E f29 1.0911 f42
HOSPITALIZATION
COFD-Related Sametetal (20007 19 0 1.0000 0
Prenrnonia-Felated Sarnetetal (2000% 23 $0 1.0000 $0
Asthina-Felated Sheppard et al. (1999) 9 0 1.0000 0
Cardiovascular-Related Sarnetet al (2000 35 $1 1.0000 $1
Aethina-Felated ER Visits Schwartz etal . (1993) 49 $0.0 1.0000 $0.0
MINOR ILLNESS
Zcute Bronchitis Diockery et al (1996) 180 $0.0 1.0275 $0.0
Upper FRespiratory Syraptorus Pope et al. (1991} 4,778 $0.1 1.0275 $0.1
Lower Feapiratory Symptoms Schwartz etal. (1994 1,942 0 1.0275 0
Aathrma bttacks Whittemore and Kom (19800 4095 B 1.0275 B
Work Loss Days Ogtra (1987) 15690 $2 1.0000 2
MIELD - Adjusted Cetro and Fother kald {1989) T901E $4 1.0275 4
WELFAREEFFECTS
Vish ility
Fecreational Direct Economic YValuation 0 1.1908 0
Total Base PM-Related Benefits, Discount B ate = 344 563 $609
Total Base PM-Related Benefits, Discount B ate = 7% $532 $575




Tahle I-2{a). Base Estimnate: Resubls of Aiv (uatily and Benefit Analyses for the Fhase One Anabysis
of the Indusirial Boilers/Frocess Heaters NESHAF

MACT Floox in 3005 (FM reductions onky)

National Benefit-
Transfer Walues

Awoided Inciderce (raseshrear) Monetary Berefits (millions 19908 ||Bucome Sdjstnert  [Adjusted Benefits Incidencefon Fton
Ehdpoint Beference Mlear Simple Mlean Factor 19995
MORTALITY
Dzes 30+, Mean , Diccomt Fate = 3% Eroaskiet al. (2000) 03 F5 254 1.0205 5 677 00120247 7| F75,594.95
Dzes 30+, Mlean  Diccomt Bate = TH Erorckiet 4l (2000) 03 F4 035 1.0205 F5 332 0.012024F 7| §71,004.52
CHRONIC ILLNESS
Chromic Bromnchitic Schoararts, 1993 2356 FT76 1.0911 Fa47 0.00222527| F32,194.02
HOSPITALIT A TION
COPD-Felated Sarhet et al (20007 417 B3 1.0000 33 0.00157267 F19.47
Prewmnonis-Felated Sammet et 4l (20007 509 7 1.0000 7 0.0019196:2 F2a.21
Dethotg- Felated Sheppard et al. (199%) an Bl 1.0000 1 0.00119545 F5.21
Cardiovascular-Felated Saet et al. (20007 1239 B2z 1.0000 Faz 000453502 FE5.22
Lethong- Belated ER Vicite Schoararts et al. (19937 040 0.3 1.0000 0.3 0.00257904 F1.07
MINOR ILLNESS
Lcute Bronchitis Dockerny et al. (1996 166 F0.1 1.0275 F0.1 0.02424252 F1.496
Tpper Fecpiratory Symptorms Pope et 1. (1291) a1h1s Fa2 1.0275 Fa3 034552721 F2.60
Lovwrer Fespiratory Symptoms Scheararts et al. (1994) 20369 B0 10275 0 027124181 F4.26
Dothong Sttacks Whittermore ard Eorn (19207 20606 E 1.0273 E 0204323452 B
'Work Lose Dayes Ostra (1287 158 563 F17 1.0000 17 211180225 F22382
MEAD - Adjusted Ostro and Fothechild (19897 TE0 266 B37 1.0275 FEL 1013204793 Fo04.40
WELFARE EFFEC TS
'Visihility
Fecreational Direct Economic Wabiation F0 1.1903 F0 F0.00
Tetal Base PIM-Related Bonefms, Discoumt Rate = 304% $6 113 $6 617 Fa2e.118.28
Total Base FI-Related Benefis, Discount Rate = 7% $5 £03 $6 173 §33.525.02

MOTE: Emission R eduction Summarny (Converted from hig to Tons)

hdustrial Boiler PM Eeductions modeled m SE Matrix & CAP RS
Frocess He ater P Reductions modeled in SR Matric & CAPMS

Total PMI0 Reductions modeled in Phase One
Taotal PMZ2.5 Reductions modeled in Phase One

Tatal PM Reductions from All Saurces (MACT floor)
P10 reductions applied to benefit transfer values

Man-lnwventary PMZ2.5 reductions applied to benefit transfer values

265155
o
2E5155
TEOAS

S62110
206055
24101
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Tahle D-2¢h). Base Estimate: Resulis of Benefit Transfer Application for the Phase Two Analysis
of the Indusirial Boilers/Process Heaters NESHAFP

MACT Floor in 2005 {PM reductions only)

L&voided Incidence (rasesiyear) Ionetary Benefits (millions 1999%)  ([ncome Adjustment |Adjusted Benefits
Endpoint Feference Ivlean Factor
MORTALITY
Lges 30+, Mlear, Discount Bate = 3% Erewski etal. (2000} 1.011 $5,284 1 0205 $6.358
Ageg 30+, Iiean, Discount Fate = 7% Frewski etal. (2000} 1.011 $5.527 1 0Z05 §5.972
[CHRONIC ILLNESS
Chronic Bronchitis Schwartz 1993 2839 $as0 1.0911 $248
HOSPITALIZATION
COPD-Felated Samet etal (2000) 467 e 1.0000 6
Preuraonia-Felated Samet etal (20007 370 $E 1.0000 b
Lethina-Felated Sheppard et al. (1999) 101 $1 1.0000 $1
Cardiovascular-Belated Samet etal (2000) 1,378 $25 1.0000 $25
Asthina-Felated ER Visits Schwartzet al. (1993} 1,063 $0.3 1.0000 $0.3
MINOER ILLMNESS
Loute Bronchitis Dockeryetal. (1996) 2,090 $0.1 10275 $0.1
Upper Respiratory Syraptorus Pope etal (1991} 102,806 $2.5 1.0275 $26
Lower Fespiratory Syraptors Schwartz et al. {1994) 23812 0 1.0275 0
Lathina bitacks Whitteraore and Fom (1980 00,374 B 1.0275 B
Work Loss Days Cetro (1987 177,580 $19 1.0000 $19
MIEAD - Adjusted Ostro and Fothschild {1989) 232117 $41 10275 $42
WELFARE EFFECTS
Visih ility
B reatioral Diirect Ecotomic Valuation £0 11908 £0
Total Base PM-ERelied Benefiiz, Discount Raie = 3% $6,857 $7.411
Total Base PM-Related Benefits, Discount Rate = T% $6,499 $7.025




Tahle D-3(a). Base Estimate: Resulis of Air Quality and Benefit Analyses for the Phase One Analysis
of the Indusirial Boilers/P rvcess Heaters NESHAP
MACT Floor in 2005 (PM and 502 reductions modeled iogeiher)

Avoided Incidence (casesfrear) | Monetary Benefits (millions 19995 |Income Adjustmert |Adjusted B enefits
E i oirat Reference Ileaty Simple Mean Factor
[MORTALITY
A ges 304, Meary, Discount Rate = 3% Frewskd et |, (20000 1,165 $6,77E 1.0205 §7.324
A ges 304+ Mear Discount Rate = 7% Frewshd et &, (20000 1165 $6,367 1.0205 $6. 279
[CHRONIC ILLNESS
It onic Bronchitis Sehwrartz, 1993 2,344 §772 1.0911 f2a3
HOSPITALIZATION
COFD-Felated Sarmet et al. (2000 415 ] 1.0000 55
Freumonia- Related Jamet et al. (2000 507 ) 1.0000 57
4 sthim a-Related Sheppard et al. (19997 117 1 1.0000 F1
IZ ardiowasoud ar-Felated Sarmet et al. (2000 1,225 $23 1.0000 $23
4 sthima-Related ER Visits Schrart et al. (1993 Q35 $0.3 1.0000 $0.3
MINOR ILLNESS
4 cute Bronchitis Dockery et al. (19967 2,425 $0.1 1.02735 $0.1
U tper Respiratory Symptoms Pope et al (19913 o9 47y $2.2 1.0275 $22
[ ower Respiratory Swmptoms Schwartz et al, (1994 26,463 0 1.0275 $0
L4 sthima Attacks Whittem ore and Korn (1980 7018 E 10275 E
Wi ork Loss Days Cratro (1987 205,400 $22 1.0000 $22
LIRAD - Adusted Dratro and Botheckild (19597 1,011,204 f49 1.0275 $50
(WELFARE EFFECTS
Vishility
F & creational Direct Economic ¥ aluation $0 1.1908 $0
Total Base PM-Relted Benefits, Discount Rate = 3% $7,660 8,278
Total Base PM-Relted Benefits, Discount Rate = 7% $7,249 $7.833




Tahle D-3h). Base Estimate: Resuhls of Benefit Transfer Application for the Phase Two Analysis
of the Indusirial Boilers/Process Heaters WNESHAP
MACT Floor in 2005 {PM and 502 reductions)

Svoided Incidence (casesiyear) Ilonetary Bene fits (millions 1999%) Income Adjustrnent Ldjusted Benefits
Endpoint Beference Ivlean Factor (roillinns 19994
MORTALITY
Lges 30+, lean, Discount Rate = 3% Krewski et al. {20007) 1,100 $i6,401 1 0205 $6.916
Loes 30+ Mlean Discount Rate = 7% Krewski et al (20007 1,100 $i5 012 1 0205 $6. 496
CHEONIC ILLNE SS
Chronic Bronchitiz Schwartz, 1993 2757 $o0% 10911 fo91
HOSPITALIZATION
COPD-Felated Samet et al. (2000) 436 $6 1.0000 $e
Prewrnoria-Felated Samet et al. {2000) 503 $a 1.0000 £9
A athima-Belated Sheppard etal (1999) 110 $1 1.0000 $1
Cardicvascular-Related Samet et al. (2000) 1,431 $26 1.0000 $26
Lgthuna-Felated ER. Visits Schwartz et al. (1993) 1,112 $0.3 1.0000 $0.3
MINOR ILLNESS
Lioute Brone hitis Dockery et al. (1 996) 2.270 $0.1 10275 $0.1
Upper Respiratory S ymptoms Pope etal (1991) 107,384 F26 10273 $2.7
Lower Respiratory Syraptorus Schwartz et al. (1994 24773 0 1.0275 0
Aethma bitacks Whitternore and Fom (1920) 04 448 B 10275 B
Work Loss Days Catro (1987 193270 $20 1.0000 $20
hIELD - Adjusted Cstro and Fothschild (1989 931,135 $id5 10375 $6
WELFARE EFFECTS
Visih ility
Eecreational Direct Econormic Waluation $0 1.1908 $0
Total Base PM-Eehied Benefiis, Discouni Eate = 3% $7.420 $8,020
Total Base PM-Reliied Benefits, Discount Bate = T4 $7.032 $7.600

NOTE: Resulis of this table are hased on the addition of incidences and monetaryvahies from Tables D-1(h) and D-2¢h)




Tahle D-4. Base Estimate: Total Benefiis of the Ind usirial Boilers/Process Heaters NE SHAP - MACT Floor in 2005

(Comhined Estimates of RBeduced Incdences and Monetized Benefits from Phase One and Two Analvses)

Lvoided Incidence (casesiyear) Ilonetary Bene fits (millions 1999%) Income Adjustrnent Ldjusted Benefits
[Endpoint Feference Ilean Factor | {millione 19995% |
MORTALITY
Lzes 30+, Mean, Discount Rate = 3% Krewski et al. (20007 2,285 $13,179 1 0805 $14.240
hoes 30+ Mean Discount Rate = 7% Krewski et al. (2000 2.265 $12.379 1.0205 $13.376
[CHR ONIC ILLNE S8
Chronic Bronchitis Schwartz, 1993 5,101 $1 820 10911 $1.234
HOSPITALIZATION
CCOPD-Related Saret et al. (2000) 201 $11 1.0000 $11
Prewrnoria-Felated Samet et al. {2000) 1,100 $16 1.0000 $14
A athima-Belated Sheppard etal (1999) 247 §2 1.0000 $2
Cardicvascular-Related Samet et al. (2000) 2656 $49 1.0000 $am
Lsthena-Felated ER. Visits Schwartz et al. (1993) 2037 $0.6 1.0000 $0.6
MINOR ILLNESS
Acute Bronchitis Dockery et al. (1996) 4695 03 10275 $0.3
Upper Respiratory S ymptoms Pope etal (1991) 196,861 Fa.2 10273 $a.9
Lower Respiratory 3 ymptoms Schwartz et al. (1994) 51,238 1 10273 $1
Aethma bitacks Whitternore and Kom (19800 173,488 B 1.0275 B
Work Loss Days Cstro (1987 308671 t42 1.0000 $42
MIELD - Adjusted Cgtro and Fothechild (19893 1,942 330 $94 10275 $97
WELFAREEFFECTS
Visih ility
Becreational Diirect Econoraic Valuation $0 1.1908 £0
Total Base PM-Eelied Benefits, Discount Bate = 3% £15,080 £16,207
Total Base PM-Reliied Benefits, Discount Bate = 7% $14.280 $15.432

MOTE: Fesults of this table are based on the addition of results frora Tables D-3(a) and D-3k).



Tahle D-5{a}. Base Estinwate: Resube of Air Quality and Beneffi Analyrer fox the Phase One Analysic

of the Indusirial Boilers/Process Heaters NESHAP

Hational B enefit-

Above the MACT Flor in 2008 (502 redw tHons only) Transfer Values
Avoided Inciderce (casesiyear) Monetary Benefits (millions 129%F) Income Adpastrent | Adjusted Benefits | Incidencefon Fton

End poat Eeference Mean S imple Mean Factor [rulliors 13935 (19954
MORTALITY
Azes 30, Mean, Discount Fate = 3% Eaewrski et al. (20000 308 31,792 1 0805 $1,936 0.00322953] 520,304 67
lres 30+ Mean Disecunt Bate = 7% Erewarski et al. (20000 308 $1.823 1 0205 1219 000322953 $19,071.71
CHEONIC IL.LNE 55
Cluosne Bonchibis Schwrarte, 1355 398 $131 10911 $143 000417361 $1,500.29
HOSPIT ALIFAT ION
COPD-Eelated Samet et al. (20007 58 $1 1 0000 £l 0000605 22 $7.53
Prenmoma-Felated Samet et al. (2000 71 $1 10000 $1 0.000744 54 F10.04
s tlana-Felated Sleppard etal (1999 31 £0 1 0000 £0 000032508 $2.23
Cardiovas mular-Felated Samet et al. (20007 170 $3 1 0000 £3 00017270 F32.78
s thina-Related ER Visits Schararte etal (1995 147 $0.0 10000 $0.0 0.001541 51 F0.46
MINCE ILLNESS
Aoute Bronclutis Diockery et al. [1998) a5y $0.0 10275 $0.0 000655919 F0.41
Upper Respratory S wmptoms Pope et 2l (1921) 14,152 $03 10275 $0.4 014851322 F$3.70
Lirwrer Fes pivatory S winptons Scharartz etal [1994) 174 $0 10275 $0 007523289 $1.18
s thona A ttacks Whitternore and Kom (1280 12248 B 10275 E 0125441 M B
Work Loss Days Osten (1987 54079 ta 1 0000 fa 057ESETO9 FE61.11
BIRAD - Adjusted Ostro and Rathselald (1985 137053 $14 10275 $14 2 83367995 $146.05
WELFARE EFFECTS
Vishility
[Eecreational Direct Econommc Vahation t0 1.130% t0 $0.00
Total Base PM-Related Benefits, Discount Bate= 3% $1,048 $2,105 F22,071.34
Toial Base PR-Related Benefits, Discount Rate=T% $1,839 1,087 $20,535.55

MOTE: Emission Redudion Summary (Converted from Mgto Tons)

02 Emission Redudions modeled in =R Matrix & CAPMS

Tatal S02 Reductions from all sources (Abowe MACT Floor)

S02 reductions applied ta beneft transfer values

23361

136733.3
MIT23




Tahle D-5¢h). Base Estimate: Resuhlis of Benefit Transfer App lication for the Phase Two Analysis
of the Indusirial Boilers/Process Heaters NE SHAP

Above the MA CT Floor in 2005 (502 reductions only)

Lroided Inciderce (casesiyear) Ilonetary Benefite (millions 19994) Income Adjustment | Ldjusted Benefits
Endpoint Feference Tvlean Simple Mean Factor (millions 19994
MORTALITY
Lges 304, lean, Discount Rate = 3% Erewskietal (2000) 134 $777 1.0205 $a40
Ageg 30+, Mean, Distount Fate = 7% Frewskietal (2000) 134 $730 1.0805 $789
CHR OMIC ILLNESS
Chrome Bronchihs Schwartz, 1993 173 §57 10911 fi2
HOSPITALIZA TION
COFPD-Felated Sarnet et al. (20007 25 $0 1.0000 $0
Prenmonia-Felated Samet et al. (2000 31 $0 1.0000 $0
Aathra-Felated Sheppard et al. (1999 13 $0 1.0000 $0
Cardicrrascular-Felated Samet et al. (2000 T4 $1 1.0000 %1
Lgthma-Belated ER. Wisits Schwartz etal (1993) B $0.0 1.0000 $0.0
MINOR ILLNMNE 55
Loute Bronchitis Dockeryetal (1996) 285 $0.0 10275 $0.0
Upper Fespiratory 3 yruptoms Pope etal (1991} 6,144 $0.1 10273 $0.2
Lower Bespiratory 3 yroptoms Schwartz etal. {1994) 3113 0 1.02735 $0
Aathroa bitacks Whittemore and Eom (1 %80) 5,314 B 10275 B
Work Loss Dave Oiztro (1987) 23,853 $3 1.0000 £3
MELD - Adjusted Cstro and Bothechild {1989% 121,373 b 10275 p ]
WELFARE EFFECTS
Vishility
Recreational Direct Economic Valuation $0 1.1903 $i0
Total Base PM-Related Benefits, Discount Rate = 3% $845 $013
Total Base PM-Related Benefiis, Discount Rate = T4 $708 $862




Tahle D-i{a}l Base Estintate: Resultz of Air Quality and Benefit Analyses for the Phase One Analysic

of the Indusirial Boilers/Process Heaters NESHAP

Ab o

e the MACT Floor m 2005 (PM reductions ondy}

Hational B enefit-
Transfer Values

MOTE Fmizsion Beduction Summ ary (Converted fom Mg to Tons

Industrial Boiler PM Fedactions modeled in SE Matrix & CAFPRS
Proceszz Heater PM Reductions modeled in SR Matrix & CAPM S

Total PM1# Reductions modeled
Total PM2.5 Reductions modeled

Total PM Reductions from Al Sources (Above MAC T Flaor)
P10 reductions applied to kenefit transfer values
PM2 5 reductions applied to bene fit transfer values

295645
18302
33947
H4565

3692291
2952321
TE534

Avmided Incidence (cases ear) Monetary Benefits (millions 13995 [[neome Adpstvent |Adjusted Benefits | Incidence ton Fhon
End poird Reforence Ilean Sinmple Mean actor (19993
MORTALITY
hzes 30+, MWean, Discoant Fate = 3 Erewrskiet al. (20000 1,027 8,327 1 0205 6,836 0.011 49562 | §72,287.27
Ames S Mean Discaant Rate = B4 Erewskiet al. (2000 1.a=7 35,942 1 0805 fea2l 0.011 495862 | 67 69776
CHEONICILLNESS
Clrome Bronelobs Selvarantz, 1993 2883 $as4 10a11 fosq 000354575 3,071 .95
HOSPIT ALTFATION
COPD-Eelated Zamet et al, (20007 430 k7] 1 o000 $a 0.001 49707 $18.53
Prenmonia-Felated Samet et al. (20007 513 i= 1 0000 $a 000182515 $26.82
A sthima-Felated Sheppard et al. (1999 10% 1 1 0000 $1 0.001 15265 7.9
Cardicvasoalar-Felated Zamet et al. (20007 1,585 $2s 1 0000 $25 0.004 41157 F81.12
A stlina-Related ER Visits Selwrartz et al. [1955) 1070 $0.3 1 o000 03 0.00340822 $1.02
BMINOR ILLNE 55
Aote Bronchuts Dockeryet al. [1298) 223 $0.1 102795 0.1 002358633 $1.39
Upper Respivatoey 5 ymptons Pope etal (1921) 105,400 $2.5 10275 28 0.32935392 $5.20
Liorwrer Respiratory 5 yrptons Selrarartz ot al. (1994) 24 525 0 10275 $0 025722047 $4.04
Astlena A ttacks Whittermore and Ko (1920 0,540 E 10295 E 0. 28966531 B
Work Loss Days Osho (1987 190,370 $20 1 0000 $20 201311570 $213.39
MEAD - Admsted Dstin and Rothseluld (1985 913645 $as 10295 $45 971442399 F48361
WELFARE EFFECT &
Visthilly
Fecreatonal Direct Econormic Wahation 0 11308 f0 F0.00
Total Base PM-Related Benefiie, Dizcount Rate = 3% $7.319 $7.910 Fa3 646 62
Total Baze PR -Relyvted Benefiie, Discount Rate = 7% $6,935 $7.495 F79257 11




Tahle D-ich ). Base Estimate: Resulis of Benefit Transfer Application for the Phase Two A nalysis

of the Indusirial Boilers/Process Heaters NESHAP
Abhove the MA CT Floor in 2005 (PM reduciions only)

Lovoided Incidenece (casesiyear) IMonetary Benefits (millions 19998)  [[ncome Adjustment [Adjusted Benefits
Endpoint Feference Ilean actor
MORTALITY
Lges 304, Ilean, Discount Rate = 3% Erewski et al (2000) BE4 $5,144 10805 $5,558
Aoeg 30+ MWean, Discount Bate = 7% Krewski et al (2000) BE4 34,8532 10805 $5.221
CHR ONIC ILLNESS
Chronic Bronchitis Schwartz, 1993 2182 $719 1.0911 $784
HOSPITALIZATION
COPD-Felated Samet etal (2000} 382 §5 1.0000 i3
Prenmonia-Felated Samet etal. (2000 466 $7 1.0000 $7
Lathma-Felated Sheppard etal. (1999 20 $1 1.0000 1
Cardicvrascular-Felated Samet etal. {2000 1,124 $21 1.0000 £21
Lathma-Felated ER. Visits Schwartz et al. (1993) 270 $0.3 1.0000 $0.3
MINOR ILLNESS
Acute Bronchitiz Dockeryetal. (1996) 1,814 $0.1 10275 $0.1
Upper Respiratory Symptoms Fope etal. (1991 24,078 f2.0 10275 $2.1
Lower Fespiratory Svmptotus Schwartz et al. (1994 19,779 $0 10275 0
Lathra bitacks Whitternore and Kom (1920} 73,947 B 10275 B
Work Loss Diays Ostra (1987) 154,797 $16 1.00a0 $1a
MIFAD - Adjusted Ostro and Fothschild (1289) 146,984 $a6 10275 §37
WELFARE EFFECTS
Vish ility
F.ecreational Direct Econommic Yaluation $0 1.1908 $0
Total Base PM-Eelated Benefits, Discount Bate = 3% %5051 $6,432
Total Base PM-Relted Benefiis, Discouni Eaie = T% $5,630 $6,004

D-10




Tahle D-T(a) Base Estimate: Resulis of Air Quality and Benefit A nalyszes for the Phase One A nalysis
of the Industirial Boilers/Process Heaters NESHAP
Above the MACT Flor in 2005 (PM and 502 reduciions modeled together)

Lvoided Incidence (casesiyear) | Ilonetary Benefits (millions 1999%) [Income Ldjustment |Adjusted Benefits
Endpoint Feference Ilean Simple Mean actor
MORTALITY
b oes 304+, Ilean, Discount Hate = 3% Krewski et al (20000 1,390 $a,086 1.0805 $8,737
boes 30+ Mlean Discount Rate = T Krewski et al (2000 1,390 $7.595 1.0805 $5.207
[CHRONIC ILLINESS
Chronic Bronchitis Schwartz, 1993 2,864 F944 1.0811 $1,029
HOSPITALIZATION
COPD-Felated Samet etal. (2000} 502 e 1.0000 6
Friemmoria-Felated Samet etal. (20007 al3 $ 1.0000 $
& athma- Felated Sheppard et al. (1999 130 1 1.0000 1
ICardinvascular-Felated Sarnet et al. (20007 1,480 $27 1.0000 $27
& athma-Belated ER. Visits Schwartz etal. (1993 1142 $0.3 1.0000 $0.3
MINOR ILLNESS
1t onte Bronehitis Daockeryet al (1994) 2,869 $0.2 1.0275 $0.2
[ pper Bespiratory S vruptoms Pope etal. (1991) 110,367 $2.7 1.0275 $2.7
[ ower Respiratory S ymptoms Schwartz et al. (1994 31,293 0 1.0275 0
Bathma bitacks Whittemore and Eorn(1920) Q7058 $4 1.0275 $4
'Work Loss Davs Oatro (1987 243 266 $26 1.0000 $26
NEAD - & djusted Oetro and Rothechild (15897 1,196 497 $58 1.0275 $a0
WELFARE EFFECTS
V isih ility
F.ecreational Diirect Econotaic Valuation $0 1.190% $0
Total Base PAM -Rehlited Benefits, Discount Rate = 3% $9,165 $0,004
Total Base PM-Relted Benefits, Discount Rate = 7% $8,674 $9,373

D-11




Table D-Tih ) Base Estinate: Resuli of Benefit T ranefer Apphration for the Phare Two Analysis
of the Ind wririal BoilersProcess Heaters NE SHAP
Above the MACT Floor in 2005 (PM and 50 2 reductions)

NOTE: Rerultr of thir table are hared on the addibon of ncidenwes and nwonetary values from Tahles D-Sth Jand D-g{h )

Lvoided Incidence (casesiyear] Moretary Benefits (millions 19395 Income Adpstment Admsted Benefits
End point Eeference Mean Factor (mnllions 19994
MORT ALITY
Azes 30+, Mean, Discourt Fate = 34 Erewrski et al. (20007 1,018 $5,922 1.0805 $5,3939
Azes 30+, Mean Disecurt Eate = 74 Eorenarskd et al. (20007 1.01% $5.562 1.0805 $s010
CHE ONIC ILLNE 5%
Chionic Bronchitis Schwartz, 1995 255 F7e 10911 $ade
HOSPITALIFAT ION
COFD-Eelated Samet et al. (20007 407 $a 1.0000 $5
Prenmonia-Felated Zamet et al. (20007 427 $7 1.0000 $7
A sthiva-Felated Sheppard et al. (1599) 102 $1 1.0000 £l
Cardicvasoular-Felated Zamet et al. (20007 1,200 $22 1.0000 $22
A sthima-Felated ER Visats Seolmrarts et al. [1993] a4 $0.3 1.0000 $0.3
MINOE ILLNESS
A mate Bonclubs Dockerny et al. [1598) 205 $01 10275 $01
Upper Respiratory & ymptorms Pope et al. (159517 Q0,02 22 10275 $22
Lonarer Respiratory 5 ymptams Sclwrartz et al. (1934) 22 e $0 10275 $0
A sthia A ttacks Whitternore and Eoen (1580) el $3 10275 $3
Work Loss Days Ostra (1587 175,850 12 1.0000 12
BEAD - Adpmsted Dstro and Eothsehild (19820 258,357 $a2 10275 $43
WELFARFE EFFECTS
Visthiliy
Fecreational Diect Economic Wahiation $0 L1908 $0
Total Bare PM-Related Benefits, Discound Rate = 3% $6,800 $7.348
Total Bare PRI-Related Benefits, Discount Rate = 7% $i6,440 $6.960

D-12




Tahle 8. Basze Eztimate: Total Benefits of the Induririal Boilers/Process Heaters NE SHAP - Ahove the MA CT Floor in 2008
{ Comb ined Estimates of Reduced Incid ences and Monetized Benwefiis from Phasre One and Two Anabres)

Lvoided Incidence (casesimar) Moretary Benefits (millions 1995 Income Adpstmernt Adpisted Benefits
End point Eeforence Wean Factor [rillions 1399
MORT ALITY
hzes 30+, Mean, Discourt Fate = 304 Erewrski et al. (2000 2408 $14,002 1.0805 $£15136
Azes 30+, Mean Discourt Eate = 74 Elrenarski et al. (20000 2,408 $13,158 1.0805 $14.217
CHE ONIC ILLNE 5%
Climmic Browehitis Solnararte 1593 5218 $1L.719 10911 $1276
HOSPITALIEAT ION
COFD-Felated Samet et al. (20007 0 $11 1.0000 $11
Frenmonia-Felated Samet et al. (20007 1,110 $1a 1.0000 fls
A sthima-Felated Sheppard et al. (1729) 241 2 1.0000 32
Cardicwrasmlar-Felated Samet et al. (20007 2880 $ag 1.0000 Fa43
A sthima-Felated ER Visits Solwrarts et al. [1933] 207 $0.6 1.0000 $0.5
MINOE ILLNESS
Aeute Bmonclitis Dockery et al. (1996 4. 2963 $0.3 10275 $03
Upper Respiratory 5 yaptoms Pope et al. (1931 200,589 t49 10275 $s0
Lowrer Fespivatory & ymptoms Selwrartz et al (1994 .185 $1 10275 £l
A sthima A ttacks Whitternore and Eoen (1280) 822,130 E 10275 B
Work Loss Days Ostro (1587 215,08 $29 1.0000 29
BMEAD - Admsted Dstro and Rothschild (195820 2064854 $100 10275 ESLIE]
WELFARE EFFE (TS
Vishiliy
Fecreational Diiwect Econormic Vahiation $0 1.1508 $0
Total Base PMI-EKelated Benefits, Discount Rate = 3% $15.942 $17,229
Total Base PRI-Related Benefits, Discount Rate = 7% $15091 $16,310

HNOTE: Eesults of this table are based on the addibton of wsults fiom Tablas D-"7a) and D-7(k].




Appendix E. Impacts Based on Low-Risk Threshold Cutoffs for
Hydrochloric Acid (HCl) and Manganese (Mn)

Background

Among the alternatives to compliance with the final rule are health-based threshold cutoffs for different pollutants. As
an alternative to the requirement for each large solid fuel-fired bailer to demonstrate compliance with the HCI emission limit in
the final rule, you may demonstrate compliance with a health-based HCI equivalent allowable emission limit. In lieu of
complying with the emission standard for total selected metals (TSM) in the final rule based on the sum of emissions for the
eight selected metals, you may demonstrate eligibility for complying with the TSM standard based on excluding manganese
emissions from the summation of TSM emissionsfor the affected source unit(s).

Emission Reductions

Nationwide emissions of selected HAP (i.e., HCI, hydrogen fluoride, lead, and nickel) will be reduced by 58,500 tpy for
existing units and 73 tpy for new units. Depending on the number of facilities demongrating eligibility for the health-based
compliance alternatives, the total HAP reduction for existing units could be 50,600 tpy. Emissions of HCI will be reduced by
42,000 tpy for existing units and 72 tpy for new units. Depending on the number of facilities demongrating eligibility for the
health-based compliance alternatives, the total HCl emissions reduction for existing units could be 36,400 tpy. Emissions of
mercury will be reduced by 1.9 tpy for existing units and 0.006 tpy for new units. Emissions of PM will be reduced by 565,000
tpy for existing units and 480 tpy for new units. Depending on the number of facilities demonstrating eligibility for the health-
based compliance alternatives, the total PM emissions reduction for existing units could be 547,000 tpy. Emissions of total
selected nonmercury metals (i.e., arsenic, beryllium, cadmium, chromium, lead, manganese, nickel, and selenium) will be
reduced by 1,100 tpy for existing units and will be reduced by 1.4 tpy for new units. Depending on the number of facilities
demonstrating eligibility for the health-based compliance alternatives, the total nonmercury metals emissions reduction for
existing units could fall to be 950 tpy. In addition, emissions of sulfur dioxide are established to be reduced by 113,000 tpy for
existing sources and 110 tpy for new sources. Depending on the number of facilities demongrating eligibility for the health-
based compliance alternatives, the total sulfur dioxide emissions reduction for existing units could fall to be 49,000 tpy.

A discussion of the methodology used to estimate emissions and emissions reductions is presented in “ Estimation of
Baseline Emissions and Emissions Reductions for Industrial, Commercial, and Institutional Boilers and Process Heaters™ in the
docket. To estimate the potential impacts of the health-based compliance alternatives, we performed a preliminary “rough”
assessment of the large solid fuel subcategory to determine the extent to which facilities might become eligible for the health-
based compliance aternatives. Based on the results of this rough assessment, 448 coal-fired boilers could potentially be eligible
for the HCI compliance alternative and 386 biomass-fired boilers could be potentially eligible for the TSM compliance
aternative.

Wastewater and Solid Waste impacts

The EPA estimates the additional water usage that would result from the MACT floor level of control to be 110 million
gallons per year for existing sourcesand 0.6 million gallons per year for new sources. In addition to the increased water usage,
an additional 3.7 million gallons per year of wastewater will be produced for existing sources and 0.6 million gallons per year
for new sources. The costs of treating the additional wastewater are $18,000 for existing sources and $2,300 for new sources, in
advance of any facility demonstrating eligibility for the health-based compliance alternatives. These costsare accounted for in
the control costs estimates.

The EPA estimates the additional solid waste that would result from the MACT floor level of contral to be 102,000 tpy
for existing sources and 1 tpy for new sources. The estimated costs of handling the additional solid waste generated are $1.5
million for existing sources and $17,000 for new sources, in advance of any facility demonstrating eligibility for the health-
based compliance alternatives. These costs are also accounted for in the control costs estimates.

A discussion of the methodology used to estimate impactsis presented in “Estimation of Impacts for Industrial,
Commercial, and Institutional Boilers and Process Heaters NESHAP” in the docket.

Energy Impact from Additional Control Equipment




The EPA expects an increase of approximately 1,130 million kilowatt hours (kWh) in national annual energy usage asa
result of the final rule, in advance of any facility demonstrating eligibility for the health-based compliance alternatives. Of this
amount, 1,120 million kWh is estimated from existing sources and 13 million kWh is estimated from new sources. The increase
resultsfrom the electricity required to operate control devicesinstalled to meet thefinal rule, such as wet scrubbers and fabric
filters.

Compliance Costs

To estimate the national cost impacts of thefinal rule for existing sources, EPA devel oped several model boilers and
process heaters and determined the cost of control equipment for these model boilers. The EPA assigned a model boiler or
heater to each existing unit in the database based on the fud, size, design, and current controls. The analysis consdered dl air
pollution control equipment currently in operation at existing boilersand process heaters. Model costs werethen assigned to all
existing units that could not otherwise meet the proposed emission limits. The resulting total national cost impact of the final
ruleis $1,790 million in capital expenditures and $860 million per year in total annual costs. Depending on the number of
facilities demonstrating eligibility for the hedth-based compliance alternatives, these costs could fall to be $1,440 million in
capital expenditures and $690 million per year in total annua costs. Thetotal capital and annual costs include costs for testing,
monitoring, and recordkeeping and reporting.- Costs include testing and monitoring costs, but not recordkeeping and reporting
costs.Using Department of Energy projections on fuel expenditures, EPA estimated the number of additiond boilers that could
be potentially constructed. The resulting total national cost impact of the final rule in the 5th year is $58 million in capital
expenditures and $18.6 million per year in total annual costs, in advance of any facility demonstrating eligibility for the health-
based provisions. Costs are mainly for testing and monitoring.

A discussion of the methodology used to estimate cos impacts is presented in “Methodology and Results of Estimating
the Cog of Complying with the Industrial, Commercial, and Institutional Boiler and Process Heater NESHAP” in the docket.

Economic | mpacts

The economic impact analysis showsthat the expected price increase for output in the 40 affected industries would be
no more than 0.04 percent as aresult of thefinal rule for industrial boilers and process heaters. The expected change in
production of affected output is areduction of only 0.03 percent or lessin the same industries. In addition, impacts to affected
energy markets show that prices of petroleum, natural gas, electricity and coal should increase by no more than 0.05 percent as a
result of implementation of the final rule, and output of these types of energy should decrease by no more than 0.01 percent.
These impacts are generated in advance of any facility demonstrating eligibility for the health-based compliance alternatives.
Depending on the number of affected facilities demonstrating eligibility for the health-based compliance alternatives, these
impacts on product prices could fall to a 0.03 percent increase, and a decrease in output of the energy types mentioned
previously of lessthan 0.01 percent. Therefore, it islikely that there is no adverse impact expected to occur for those industries
that produce output affected by the final rule, such as lumber and wood products, chemical manuf acturers, petroleum refining,
and furniture manufacturing.

Small Entity Impacts

After considering the economic impact of the final rule on small entities, we have determined that the final rule will not
have a significant economic impact on a substantial number of small entities. Based on SBA size definitions for the affected
industries and reported sales and employment data, EPA identified 185 of the 576 entities, or 32 percent, owning affected
facilities as small entities. Although smal entities represent 32 percent of the entities within the source category, they are
expected to incur only 4 percent of the total compliance costs of $862.7 million (1999 dollars). There are only ten small entities
with compliance costs equal to or greater than 3 percent of their sales. Inaddition, there are only 24 small entities with cost-to-
sales ratios between 1 and 3 percent.

An economic impact analyss was performed to estimate the changes in product price and production quantitiesfor the
final rule. As mentioned in the summary of economic impacts earlier in this preamble, the estimated changesin prices and
output for affected entities is no more than 0.05 percent.

For more information, consult the docket for the final rule.

It should be noted that these small entity impacts are in advance of any facility demonstrating eligibility for the health-
based compliance alternatives. Depending on the number of affected facilities demonstrating eligibility for the health-based
compliance alternatives, the estimated small entity impacts fall to eight small entities with compliance costs equal to or greater
than 3 percent of their sales, and 14 small entities with compliance costs between 1 and 3 percent of their sdes.
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The final rule will not have a significant economic impact on a substantial number of small entities as a result of several
decisions EPA made regarding the development of the rule, which resulted in limiting the impact of the rule on small entities.
First, as mentioned earlier in this preamble, EPA identified small units (heat input of 10 MMBtu/hr or less) and limited use
boilers (operate less than 10 percent of the time) as separate subcategories different from large units. Many small and limited
use units are located at small entities. Asalso discussed earlier, the results of the MACT floor analysis for these subcategories
of existing sources was that no MACT floor could be identified except for the limited use solid fuel subcategory, which isless
stringent than the MACT floor for large units. Furthermore, the results of the beyond-the-floor analysis for these subcategories
indicated that the costs would be too high to consider them feasible options. Consequently, the final rule contains no emission
limitations for any of the existing small and limited use subcategories except the existing limited use solid fuel subcategory. In
addition, the alternative metals emisson limit resulted in minimizing the impacts on small entities since some of the potential
entities burning afuel containing very little metals are small entities.

Social Costs and Benefits

The regulatory impact analysis prepared for the final rule including the EPA’ s assessment of costs and benefits, is
detailed in the “ Regulatory Impact Analysis for the Industrial Boilers and Process Heaters MACT” in the docket. Based on
estimated compliance costs associated with the final rule and the predicted change in prices and production in the affected
industries, the estimated social costs of the final rule are $863 million (1999 dollars). Depending on the number of affected
facilities demonstrating eligibility for the health-based compliance alternatives, these annualized social costs could fall to $746
million.

It is estimated that 5 years after implementation of the final rule, HAP will be reduced by 58,500 tpy due to reductions
in arsenic, beryllium, dioxin, hydrochloric acid, and several other HAP fromindustrial boilers and process heaters. Studies
have determined a relationship between exposure to these HAP and the onset of cancer, however, there are some questions
remaining on how cancers that may result from exposure to these HAP can be quantified interms of dollars. Therefore, the
EPA isunableto provide a monetized estimate of the benefits of the HAP reduced by the final rule at thistime. However, there
are significant reductionsin PM and in SO5 that occur. Reductions of 560,000 tons of PM with a diameter of |ess than or equal
to 10 micrometers (PM 1), 159,000 tons o? PM with a diameter of |ess than or equal to 2.5 micrometers (PM2 i), and 112,000
tons of SO are expecte(? to occur. These reductions occur from existing sources in operation 5 years after the |mpl ementation
of the regulaion and are expected to continue throughout the life of the affected sources. The major health effect that results
from these PM and SO, emissions reductions is a reduction in premature mortality. Other health effects that occur are
reductions in chronic bronchitis, asthma attacks, and work-lost days (i.e., days when employees are unableto work).

While we are unable to moneti ze the benefits associated with the HAP emissions reductions, we are abl e to monetize
the benefits associated with the PM and SO2 emissions reductions. For SO and PM, we estimated the benefits associated with
health effects of PM, but were unable to quantify all categories of benefits (particularly those associated with ecosystem and
environmental effects). Unquantified benefits are noted with “B” in the estimates presented below. Our primary estimate of the
monetized benefits in 2005 associated with the implementation of the proposed alternative is $16.3 billion + B (1999 dollars).
This estimate is about $15.3 billion + B (1999 dollars) higher than the estimated social costs shown earlier in this section.
These benefit estimates arein advance of any facility demonstrating eligibility for the health-based compliance alternatives.
Depending on the number of affected facilities demonstrating eligibility for the health-based compliance alternatives, the
benefit estimate presuming the health-based compliance alternatives is $14.5 billion + B, which is$1.7 billion lower than the
estimate for the final rule. Thisestimate is$13.8 billion + B higher than the estimated social costs presuming the health-based
compliance dternatives. The general approach to calculating monetized benefitsis discussed in more detail earlier inthis
preamble. For more detailed information on the benefits estimated for the final rule, refer to the RIA in the docket.

Enerqy Impact Analysis

As mentioned in the economic impact analysis, the reduction in petroleum product output, which includes reductionsin
fuel production, is estimated at only 0.001 percent, or about 68 barrels per day based on 2000 U.S. fuel production nationwide.
That isaminimal reduction in nationwide petroleum product output. The reduction in cod production isestimated at only
0.014 percent, or about 3.5 million tpy (or less than 1,000 tons per day) based on 2000 U.S. coal production nationwide. The
combination of theincrease in electricity usage estimated with the effect of the increased price of affected output yields an
increase in electricity output estimated at only 0.012 percent, or about 0.72 billion kilowatt-hours per year based on 2000 U.S.
electricity production nationwide. All energy price changes estimated show no increase in price more than 0.05 percent
nationwide, and a similar result occurs for energy distribution costs. We also expect that there will be no discernable impact on
the import of foreign energy supplies, and no other adverse outcomes are expected to occur with regards to energy supplies. All
of the results presented above account for the pass through of coststo consumers, as well as the cost impact to producers. For
more information on the estimated energy effects, please refer to the economic impact analysis for thefinal rule.

Depending on the number of affected facilities demonstrating eligibility for the health-based compliance alternatives,
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the reduction in petroleum product output, which includes reductions in fuel production, could fall to 65 barrels per day, or only
0.001 percent. The reduction in coal production could fall to only 0.010 percent, or about 2.5 million tpy based on 2000 U.S.
coal production nationwide. The combination of the increase in electricity usage estimated with the effect of the increased price
of affected output could yield an increase in electricity output that could be only 0.0067 percent, or about 0.40 billion kilowatt-
hours per year based on 2000 U.S. electricity production nationwide. All energy price changes estimated could now fall to
increases of no more than 0.04 percent nationwide, and a similar result occurs for energy distribution costs. There should be no
discernable impact on import of foreign energy supplies, and no other adverse outcomes are expected to occur with regards to
energy supplies. All of the results presented-with presumption of the health-based compliance alternatives also account for the
pass through of costs to consumersas well as the cost impact to producers.
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